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Current  Events 


The  Political  Aspect  of 
the  1996/1997  Draft  State  Budget* 

M.  Djadijono 


INDONESIA'S  political  agenda  in  1996 
was  initiated  by  the  submittance  of  the 
1996/1997  RAPBN{T>TdiU  State  Budget) 
by  the  President  in  his  Presidential  Address 
to  the  House  of  Representatives  on  4  Janua- 
ry 1996.  In  accordance  with  its  name,  the 
material  of  the  RAPBN  consists  for  the 
greater  part  of  numbers,  because  usually  one 
would  rightly  view  it  from  the  economic  per- 
spective. Another  facet  which  is  worth 
noting  and  equally  important  is  the  political 
aspect  of  the  RAPBN.  This  essay  tries  to  ex- 
amine its  political  aspect.  It  is  an  attempt  to 
scrutinise  the  strategic  importance  of  the 
1996/1997  APBN  from  the  political  angle, 
especially  with  regard  to  the  possibility  of 
politisation  and  deviation  and  its  possible 
solution. 

The  Politically  Strategic  Importance 
of  the  1996/1997  RAPBN 

The  State  revenues  of  fiscal  1996/1997 
have  been  targeted  to  reach  the  amount  of 

♦Translated  from  its  originally  Indonesian  version 
entitled,  "RAPBN  1996/1997:  Kemungkinan  Politisasi 
dan  Deviasinya". 


Rp  90,616.4  billion  (an  increase  of  16.1  per 
cent  compared  to  those  of  the  previous  year 
■  which  amounted  toRp  78,024.2  billion).  To  a 
larger  extent  the  revenues  are  expected  to  de- 
rive from  domestic  sources,  especially  from 
tax  earnings  amounting  to  approximately 
Rp  56  triUion  (about  61.81  per  cent  of  the 
total  revenues).  The  remaining  will  be  se- 
cured from  net  oil  profit,  oil/gas  and  non- 
oil/gas  exports  and  project  aid. 

Such  a  composition  is  strategically  very 
significant,  in  that  the  Indonesian  people 
make  concerted  efforts  to  materialise  their 
determination  to  reach  a  certain  level  of  self- 
reliance  in  line  with  the  intent  of  the  1993 
GBHN  (Guidelines  of  State  Policy)  which 
stipulates  among  other  things  that,  "Funds 
to  finance  development  primarily  come  from 
domestic  resources,  while  foreign  resources 
though  still  necessary  are  supplementary 
with  a  view  to  improving  self-reliance  in  im- 
plementing developments  and  avoiding  for- 
eign interference."  (Chapter  III,  F  No.  9). 

It  is  worth  noting  that  in  the  draft 
budget,  expenditures  in  all  sectors  of  devel- 
opment will  increase,  including  the  increase 
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of  external  debt  servicing  (I^  19,936.2  bil- 
lion) which  will  be  much  higher  than  the  in- 
ternal debt  burden  (approx.  R^j  290.6  bil- 
lion). Other  sectors  of  the  expenditure  also> 
worth  noting  are  among  others  civil  servants 
expenditures  such  as:  salary  and  pension, 
rice  allowance,  catering,  which  will  increase 
by  approximately  19.1  per  cent  compared  to 
those  of  fiscal  1995/1996.  However,  as  far  as 
the  percentage  increase  of  the  civil  servants 
budget  is  concerned,  the  government  and  the 
DPR  or  Dewan  Perwakilan  Rakyat/House 
of  Representatives)  will  discuss  it  thorough- 
ly. This  decision- making  process  is  really 
unprecedented,  because  prior  to  this  an  in- 
crease of  budget  for  civil  servants  is  first  de- 
cided by  the  government  to  be  approved  by 
the  DPR  thereafter.  Through  the  mechanism 
of  various  Inpres  (Presidential  Instruction) 
programs,  a  number  of  assistance  and 
budget  for  various  development  subsectors 
will  be  increased.  Furthermore,  new  Inpres 
programs  will  be  decided  for  the  promotion 
of  children  and  teenagers  by  providing 
assistance   consecutively   amounting  to 
Rp  500.000,-  per  village,  Rp  2  million  per  sub- 
district  (kecamatan)  throughout  Indonesia. 
Additional  nutritious  food  and  medicine  to 
children  suffering  from  intestinal  worms, 
and  the  like  will  also  be  provided  (three 
times  a  week)  outside  Java  and  Bali. 

Domestically  and  abroad  the  1996/1997 
Draft  State  Budget  is  strategically  very  im- 
portant viewed  from  the  political  angle.  In- 
donesia will  be  more  trustworthy  in  the  eyes 
of  the  international  world,  especially  the 
donor  countries.  In  light  of  the  domestic 
dimension,  the  components  of  the  expend- 
itures of  the  draft  budget  are  quite  promising 
in  promoting  the  living  standard  and  welfare 
of  the  people  throughout  Indonesia  covering 
the  rural  regions  as  Well,  pursuant  to  the 


Concluding  Chapter  of  the  1993  GBHN 
which  among  others  states  that  "the  fruits  of 
development  must  be  enjoyed  by  the  people 
of  Indonesia  in  a  more  equitable  and  fair 
manner  as  the  improvement  of  material 
welfare  and  spiritual  happiness." 

Possible  Politisation  and  Deviation 
of  the  1996/1997  RAPBN 

The  strategically  political  significance  of 
the  RAPBN  may  become  obscured  in  the 
event  of  politisation  of  the  draft  budget.  Po- 
litisation may  happen  since  the  draft  budget 
was  revealed  at  the  time  when  all  parties  con- 
cerned were  preparing  for  the  1997  General 
Election  campaign. 

There  are  two  possible  incidence  of  po- 
litisation. First,  the  socio-political  organisa- 
tion which  is  closely  associated  with  the  gov- 
ernment bureaucracy  which  is  entrusted  with 
the  management  or  allocation  of  funds  pro- 
vided by  the  RAPBN  may  manipulate  this 
leverage  to  win  the  election  campaign.  They 
may  among  others  claim  that  the  efforts  to 
promote  the  people's  welfare  are  in  fact  their 
designed  "blueprint".  Accordingly  the  Indo- 
nesian people,  let  alone  the  civil  servants, 
should  support  and  elect  that  socio-political 
organisation  in  the  forthcoming  general  elec- 
tion. The  justification  underlying  the  asser- 
tion is  that  they  will  directly  enjoy  the  wel- 
fare and  better  standard  of  living  as  a  con- 
sequence of  the  allocation  of  the  funds  in  the 
APBN 

Second,  the  sociopolitical  organisation 
which  is  not  directly  involved  in  the  manage- 
ment and  allocation  of  the  APBN  funds  may 
also  politicise  the  situation.  They  may,  for 
example,  question  each  component  of  the  re- 
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venues  and  expenditures  of  the  APBN  in  a 
hairspHtting  manner  when  discussing  them 
in  Parliament.  It  is  Constitutionally  justffi- 
able  since  the  Elucidation  of  Article  23  of  the 
1945  Constitution  reads  among  other  things, 
"Article  23  states  that  in  fixing  revenues  and 
expenditures,  the  position  of  the  DPR  is 
stronger  than  the  position  of  the  govern- 
ment. This  is  a  sign  of  the  sovereignty  of  the 
People."  Should  this  really  happen,  it  is  not 
impossible  that  the  1996/1997  RAPBN 
would  not  be  timely  passed,  so  as  to  hamper 
the  implementation  of  the  development  plan. 
Although  in  the  case  of  Indonesia  the  pos- 
sibility is  small,  what  happened  in  the  United 
States  of  America  is  a  case  in  point,  because 
of  its  far  reaching  implication  in  that  some 
sectors  of  its  government  acitivities  practical- 
ly came  to  a  standstill. 


Politisation  may  also  occur,  if  in  im- 
plementing the  development  plan  various 
deviations,  manipulations  and  corrup- 
tions are  revealed.  Deviations,  manipul- 
ations and  corruptions  may  as  well  be 
committed  especially  by  those  who  were 
given  the  authority  to  manage  and  allocate 
the  available  funds.  They  may  be  committed 
by  replacing  activities  or  through  manipula- 
tions and  corruptions  which  are  still  taking 
place  and  being  detected  by  the  State  Audit 
Board.  State  Minister  for , Administrative 
Reform,  TB  Silalahi  said,  in  a  Hearing  with 
Commission  II  of  the  House  in  February 
1995,  that  61  per  cent  of  people's  complaints 
to  the  government  related  to  corruption 
iSuara  Karya,  23  February  1995).  Further, 
according  to  the  report  of  the  Supreme 
Court,  during  the  period  of  1994-1995  (until 
January),  there  were  358  cases  of  corrui> 
tion,  prior  to  that  period  there  were  just  315 
csiscs  {Republika,  17  March  1995). 


Possible  Solution 

Both  politisation  and  deviation  are  cer- 
tainly undesirable.  In  order  to  prevent  politir 
sation,  all  parties  concerned  should  really 
bear  in  mind  and  live  up  to  the  content  of  the 
Elucidation  of  Article  23  of  the  1945  Consti- 
tution and  the  1993  GBHN  on  the  Meaning 
and  Essence  of  National  Development, 
namely  that,  "The  method  of  fixing  the 
estimates  of  revenues  and  expenditures  is  a 
criterion  of  the  character  of  the  government 
of  a  state  ...  in  democratic  states  or  states 
based  upon  sovereignty  of  the  people,  such 
as  the  Republic  of  Indonesia,  the  estimates 
of  revenues  and  expenditures  are  fbced  by 
statute,  which  means:  with  the  agreement  of 
•  the  Dewan  Perwakilan  Rakyat."  (Elucida- 
tion of  Article  23  of  the  1945  Constitution); 
"National  Development  is  carried  out  joint- 
ly by  the  society  and  the  Government.  The 
society  is  the  chief  actor  of  development, 
and  the  Government  has  the  responsibility  to 
direct,  supervise  and  to  create  a  conducive 
atmosphere  for  such  development.  Activities 
of  the  society  and  those  of  the  Government 
should  be  mutually- supporting,  mutually- 
reinforcing  and  mutually- completing  in  a 
concerted  step  towards  the  realisation  of  na- 
tional development."  (Decree  of  the  Peo- 
ple's Consultative  Assembly  of  the  Republic 
of  Indonesia  on  the  Guidelines  of  State 
Policy).  The  article  and  decree  mentioned 
above  clearly  spell  out  that  the  right  to  im- 
prove people's  welfare  by  virtue  of  the  bud- 
get's increase  in  every  development  sector 
fully  lies  in  the  hands  of  the  People,  and  is 
not  given  by  anyone,  including  the  socio- 
political Organisation  which  has  access  to  the 
management  and  allocation  of  the  APBN 
funds.  This  is  even  more  so  in  view  of  the 
fact  that  the  increase  of  a  number  of  assist- 
ance to  society  based  on  various  INPRES,  as 
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mentioned  earlier,  is  due  to  the  funds 
"saved"  by  the  People  themselves  through 
the  mechanism  of  various  taxation  systems 
which  are  targeted  to  reach  approximately 
61 .81  per  cent  of  total  State  revenues  as  men- 
tioned earlier  (an  increase  of  about  24  per 
cent  compared  to  those  of  the  previous 
budget). 

In  order  to  avoid  deviation,  manipula- 
tion and  corruption,  it  seems  necessary  that 
all  actors  of  A  PBN  take  heed  of  the  message 
dehvered  by  the  Chairman  of  the  House, 
Mr.  Wahono  in  his  opening  address  of  the 
Plenary  Session  of  the  House  on  4  January 


1996.  On  that  occasion  he  said  among 
others  that,  "The  Indonesian  People's  in- 
tellectual level  is  such  that  each  attitude  that 
smacks  of  restraint  on  their  thinking  and 
views,  will  not  be  acceptable  to  society  at 
large,  especially  the  younger  generation. 
Now  is  not  the  time  to  have  pretensions  to 
being  people  with  the  best  views  on  the  basis 
of  formal  positions  only.  Gradually  but  sure- 
ly, people  will  witness  the  development  of 
wisdom  among  society  at  large  in  assessing 
the  quality  of  the  bureaucracy,  so  that  dis- 
honest styles  in  directing  and  arrogance  will 
be  undesirable  and  unacceptable  by  the  peo- 
ple in  general"  (Kompas,  5  January  199Q. 


Urbanisation  and  Urban  Development 

in  Indonesia 

Prijono  Tjiptoherijanto 


Introduction 


OVER  the  next  69  years  or  so  Indone- 
sia will  be  faced  with  a  doubling  of 
its  present  population,  even  more  so 
in  urban  areas.  In  1990,  55.4  million  people 
lived  in  urban  areas,  that  was  30.9  per  cent 
of  the  nation's  total  population.  About  40 
per  cent  of  these  dwellers  lived  in  Metro- 
poUtan  areas  (urban  population  greater  than 
one  million)  and  large  cities  (500,000  to  one 
million),  20  per  cent  lived  in  medium  size 


cities  (100,000  to  500,000)  and  another  40 
per  cent  lived  in  small  size  cities. 

The  urbanisation  process  in  Indonesia 
should  be  considered  seriously  since  many 
studies  showed  that  the  level  of  population 
concentration  in  large  cities  had  been  in- 
creasing over  time.  Studies  by  Warner  Rutz 
in  1987  (see  Karyoedi,  1993)  show  that  the 
number  of  small  cities  (less  than  100,000  in- 
habitants) are  enormous  compared  to  me- 
dium (500,000-1,000,000).  As  might  be  ex- 
pected, given  regional  economic  patterns, 
most  of  Indonesia's  cities  are  located  in  Java 
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which  accounts  for  62  per  cent  of  the  43 
cities  with  populations  of  100,000  or  more. 
Among  the  non-Java  cities  of  10,000  or 
more,  almost  half  are  located  in  Sumatra. 

There  are  tendencies  among  several  large 
cities  to  keep  growing,  and  then  form  the  so- 
called  metropolitan  cities.  The  capital,  Ja- 
karta, for  example,  has  long  been  the  largest 
city  in  the  Southeast  Asian  region  with  an 
estimated  nine  milHon  people  in  1995.  It  is 
expected  to  become  one  of  the  largest  cities 
in  the  world  within  the  next  fifteen  years,  if 
it  continues  to  grow  at  its  present  rate.  The 
present  living  and  working  conditions  of 
Jakarta  and  other  large  and  small  cities  of 
the  country  leave  a  great  deal  to  be  desired 
and  further  growth  of  these  cities  will  pose 
formidable  problems  of  urban  management, 
finance  and  provision  of  services.  The  wide 
range  of  complex  issues  faced  by  the  na- 
tional planners  requires  that  a  broad  range 
of  research  be  undertaken  and  applied  to 
specific  planning  areas. 

The  most  common  picture  in  large  and 
medium  cities  is  the  fact  that  many  of  city's 
dwellers  are  living  below  subsistence  level. 
Some  of  them  even  have  to  live  in  the  squat- 
ters and  slum  areas.  Therefore,  poverty  in- 
cidence sometimes  appears  more  in  the  ur- 
ban than  rural  areas.  Eventhough  as  a  gen- 
eral figure  the  urban  people  is  always  better 
of  than  rural  population  in  terms  of  nominal 
income. 


Growth  of  Cities 

The  period  1971-1990  showed  that  the 
distribution  of  cities  in  Indonesia  was 
heading  towards  an  integrated  and  dispersed 
urban  system.  Development  of  cities  in  In- 


donesia tended  to  create  mega-urban  areas. 
Some  examples  of  mega-urban  areas  in  Indo- 
nesia are  Jakarta-Bogor-Tangerang-Bekasi 
(Jabotabek),  Medan-Lubuk  Pakam-Binjai- 
Stabat-Tebing  Tinggi,  Bandung-Cimahi- 
Lembang-Banjaran-Majalaya,  Semarang- 
Kendal-Demak-Ungaran-Salatiga,  Gresik- 
Bangkalan-Mojokerto-Surabaya-Sidoardjo- 
Lamongan  (Gerbangkertosusila),  Banjar- 
masin  and  its  regency,  just  to  quote  some  re- 
cent examples. 

Problems  of  urban  development  can  be 
distinguished  into  macro  and  micro  prob- 
lems such  as:  tendency  towards  the  forma- 
tion of  a  primate  city  (especially  in  Java) 
although  in  lesser  degree  this  has  lessened  the 
function  of  big  cities  as  catalysts  for  regional 
development.  Small  cities  that  grow  around 
the  central  city  are  not  self  sufficient;  they 
suffer  deficiencies  in  urban  infrastructure 
and  cause  urban  transportation  problems, 
environment  degradation,  slum  areas,  in- 
dustrial pollution  and  inefficiency  in  urban 
Jand  use  as  well  as  poor  access  to  housing  for 
new  migrants. 

In  general,  economic  growth  is  concen- 
trated in  several  urban  areas  which  have  bet- 
ter environments  for  industrial  activities, 
such  as  the  availability  of  reliable  power, 
telecommunications,  water  supply  and  other 
public  utilities,  banking  and  credit  institu- 
tions, intra-  and  inter-urban  transportation 
and  human  resources.  As  a  result,  although 
economic  growth  is  increasing,  its  spread  is 
inequitable.  Furthermore,  disparity  between 
rural  and  urban,  among  regions,  and  in- 
creased poverty  are  emerging. 

The  Central  Bureau  of  Statistics  of  In- 
donesia sets  a  poverty  line  based  on  the  ex- 
penditures required  to  purchase  2,100  cal- 
ories a  day  and  an  allowance  for  essential 
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non-food  expenditures.  In  1993  it  was  cal- 
culated as  Rp  18,244  in  rural  areas  and 
Rp  27,905  in  urban  areas  for  one  person  per 
month  basis.  Moreover,  specific  regional 
needs  are  also  taken  into  consideration. 

Considering  the  development  process  in 
the  last  fifteen  years,  much  progress  had 
been  made  in  reducing  poverty  in  Indonesia 
as  seen  in  1976  with  a  population  of  135 
million  people,  54.2  million  were  living 
below  the  poverty  line  or  40  per  cent  of  the 
total  population.  In  1993  of  the  172  hiillion 
people,  those  living  below  the  poverty  line 
had  decreased  to  25.9  miUion  or  only  13.6 
per  cent  of  the  total  population. 

This  development  shows  a  significant 
progress  in  social  welfare  and  stability  in 
economic  conditions  of  the  community  at 
large  both  in  the  urban  as  well  as  in  the  rural 
areas.  The  number  of  people  living  below  the 
poverty  line  decreases  each  year  by  about 
12.6  per  cent.  The  fastest  decreases  are  talk- 
ing place  in  the  rural  areas  (16.3  per  cent  per 
annum),  while  it  is  only  0.6  per  cent  in  the 
urban  centres.  The  rather  rapid  decrease  of 
poverty  in  the  rural  areas  compared  to  the 
urban  centres  is  mostly  caused  by  the  urbani- 
sation of  the  low  income  and  low  educated 
segment  of  population.  However,  it  should 
be  noted  that  recent  slowdown  in  the  decline 
in  poverty  is  probably  attributable  to  the 
slowdown  in  the  growth  of  per  capita  in- 
come. In  addition,  it  is  probably  true  that 
the  costs  of  reducing  the  number  of  people  in 
poverty  may  increase  as  the  number  and  per- 
centage of  people  living  in  poverty  get 
smaller  and  as  their  poverty  is  less  responsive 
to  general  growth  compared  to  the  sectoral 
and  regional  issues  (see  IBRD,  1990). 

In  terms  of  absolute  poverty,  the  total 
number  of  poverty  in  urban  areas  is  much 


less  than  in  rural  areas  (8.8  million  in  urban 
areas  compared  to  17.29  million  in  rural 
areas)  but  in  terms  of  relative  poverty,  the 
condition  in  rural  areas  is  better  than  in  ur- 
ban areas  (Gini  Ratio  in  rural  areas  has  de- 
creased from  0.28  in  1984  to  0.25  in  1994 
while  in  urban  areas  it  has  increased  from 
0.32  to  0.34  at  the  same  time).  Economic  dis- 
parities between  urban  and  rural  areas,  in 
turn,  influenced  the  growth  of  urban  popula- 
tion. Although  the  growth  rate  of  urban 
population  is  higher  than  the  national  aver- 
age some  Indonesian  cities  such  as  Medan, 
Jakarta  and  Surabaya  were  far  below  the  na- 
tional urban  population  growth  rate. 


Urban  Problems 

Urban  development  in  Indonesia  can 
fulfil  only  some  of  the  growing  population's 
needs.  In  1993,  only  14.7  per  cent  of  total  ur- 
ban households  were  served  by  clean  water; 
55.3  per  cent  by  electricity  and  2.2  per  cent 
by  telecommunication  network.  Compared 
to  other  urban  services,  the  availability  of 
electricity  is  better,  particularly  in  the  city  of 
Medan  (93.8  per  cent),  Bandung  (97.3  per 
cent),  Semarang  (91.8  per  cent)  and  Banjar- 
masin  (98.4  per  cent).  Telecommunication 
services  only  reach  2.2  per  cent  of  the  popu- 
lation; in  large  cities  the  percentages  exceed 
at  least  to  six  times.  Lack  of  urban  infra- 
structure and  services  will  have  a  greater  ef- 
fect on  low  income  groups,  as  they  have 
weak  financial  capability  to  meet  their 
needs. 

High  land  prices,  particularly  in  strategic 
urban  location,  and  limited  land  availability 
for  housing  ericourage  the  growth  of  infor- 
mal shelters  in  urban  areas.  On  the  other 
hand,  high  income  groups  usually  have 
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several  houses  with  large  plot  areas  that  in 
turn  causes  inefficient  use  of  land.  Disparity 
in  economic  growth  as  the  result  of  the  con- 
centration of  economic  activities  (industry 
and  service)  in  urban  areas  has  increased  ur- 
banisation. The  urban  informal  sector  has 
become  the  obvious  choice  of  jobs  for  many 
unskilled  migrants.  Those  that  cannot  enter 
the  informal  sector,  due  to  many  restrictions 
imposed  by  the  city  government,  become  un- 
employed. 

The  informal  sector  in  urban  areas  has  an 
important  role  in  providing  employment 
compared  to  the  formal  sector.  In  1993,  43.6 
per  cent  of  all  employees  in  urban  areas 
worked  in  the  informal  sector.  High  levels  of 
unemployment  and  the  widening  gap  among 
groups  in  urban  population  has  caused  many 
social  problems,  such  as  increased  urban 
crime  and  poverty. 

The  growth  of  the  industrial  sector  in 
major  urban  centres  has  helped  push  up  In- 
donesia's urban  growth  rate.  Population  and 
industrial  growth  create  a  concentration  of 
various  forms  of  pollution  created  by  human 
and  commercial  activities,  which  threatens 
to  lower  the  quality  of  human  life  and 
destroy  the  natural  resources  which  many 
economic  urban  activities  are  based  on.  Ur- 
ban environment  degradation  is  increasingly 
being  recognised  as  one  of  the  serious  side 
effects  of  Indonesia's  economic  develop- 
ment. 

Household  waste  is  the  main  source  of 
surface  water  contamination.  As  for  water  in 
Jakarta,  domestic  sludge  creates  a  pollution 
BOD  load  of  152  tons/ day.  Lack  of  ade- 
quate sanitation  facilities  is  another  primary 
cause  of  faecal  contamination  of  water  sui> 
plies.  Recent  census  shows  that  only  about 


48  per  cent  of  all  Indonesians  use  private  or 
share  toilet  facilities;  the  remainder  use  alter- 
native solutions  such  as  pit  latrines,  etc.  Be- 
tween 15  to  40  per  cent  of  all  urban  soHd 
waste  is  not  collected,  and  not  all  collected 
waste  is  disposed  of  in  a  safe  or  sanitary 
way. 

Industrial  pollution  tends  to  concentrate 
in  Indonesia's  urban  areas.  With  continued 
industrial  growth,  pollution  loads  will  like- 
wise continue  to  increase  substantially.  Re- 
cent monitoring  of  the  discharge  of  large  in- 
dustries indicates  that  industrial  pollution 
constitutes  25  per  cent  to  50  per  cent  of  the 
total  pollution  load  in  different  rivers  in 
Java.  Ground  water  also  tends  to  be  polluted 
in  urban  areas,  where  water  tables  are  also 
dropping  and  salt  water  intrusion  is  affecting 
aquifers  in  coastal  areas. 

The  World  Bank  estimates  that  the  en- 
vironmental costs  of  air  and  water  pollution 
are  $1  billion  per  year  in  Jakarta.  Jakarta 
also  suffers  significant  losses  (up  to  $26  mil- 
lions) each  year  due  to  floods.  Another  cost 
of  water  pollution  that  an  estimated  one  per 
cent  of  Jakarta  GDP  is  needed  just  to  boil 
drinking  water.  Although  incomes  are  rising 
in  urban  areas,  this  does  not  reflect  real  in- 
comes that  allow  for  congestion  and  environ- 
mental conditions  that  influence  health  and 
well-being.  Traffic  congestion  could  cause 
losses  to  communities,  indicated  by  travel- 
ling time  between  home  and  work. 

Many  of  the  rural  poor  who  have  mi- 
grated to  urban  areas  have  only  changed 
their  status  to  become  urban  poor  without 
any  significant  improvement  in  their  welfare. 
This  has  resulted  in  the  increase  in  the  extent 
of  urban  slums  and  environmental  degrada- 
tion, reductions  in  basic  urban  infrastructure 
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services,  and  limited  employment  opportun- 
ities. Environmental  improvement  and  facil- 
ities provision  for  the  urban  poor  is  not  easy, 
as  due  to  their  low  economic  potential  they 
need  subsidy.  Meanwhile  the  financial  abili- 
ty to  provide  subsidy,  especially  by  local  gov- 
ernment, is  limited.  As  the  resuh,  some  of 
the  slums  have  not  been  adequately  served 
by  urban  services. 

However,  various  infrastructures  and 
services  in  Indonesia  has  increased  substan- 
tially over  the  period  of  time.  For  example, 
based  on  World  Bank  Report,  from  1981  to 
1989  access  to  electricity  has  increased  from 
46.7  per  cent  to  83.9  per  cent  in  urban  areas 
and  5.6  per  cent  to  28.3  per  cent  in  rural 
areas.  Similarly  access  to  piped/pumped 
water  has  increased  from  38.6  per  cent  to 
51.5  per  cent  in  urban  areas  and  4.4  per  cent 
to  10.4  per  cent  in  rural  areas. 


Housing  Development 

The  housing  indicators  of  Indonesia  in 
1993  showed  that  the  average  housing  was  in 
favourable  condition.  The  average  house  per 
person  reached  to  cover  14  square  metres 
and  each  house  was  occupied  by  0.08  house- 
holds. Owner- occupied  housing  also  reached 
record  levels.  Services  and  infrastructures 
served  more  housing,  including  the  poor, 
due  to  extensive  implementation  of  the  Kam- 
pung  Improvement  Programme  (KIP).  How- 
ever, the  lowest  income  group  still  faces 
many  problems,  including  the  substandard 
situations  mentioned  above  and  hazards  to 
health  and  safety. 

So  far,  the  percentage  of  direct  govern- 
ment investment  in  housing  provision  re- 


mains low.  In  urban  areas,  housing  provided 
by  the  government  meets  a  small  percentage 
of  total  housing  needs.  About  85  per  cent  of 
the  existing  housing  stock  is  still  provided  by 
private  and  community  sectors.  The  com- 
munity hardly  has  the  opportunity  for  sup- 
port, nor  easy  access  to  the  resources  needed. 

Lack  of  planning  has  contributed  to  ab- 
normally high  density  housing  in  some  kam- 
pungs,  as  well  as  environmental  problems 
such  as  over-use  of  aquifers  acting  as  sources 
of  ground  water  and  wells.  In  general,  large 
cities  such  as  Jakarta  and  Medan  have 
smaller  percentages  of  authorised  housing 
stock.  This  situation  can  be  related  to  the  im- 
balance between  urban  planning  and  the  rate 
of  the  housing  construction. 

Land  has  an  important  role  in  deter- 
mining housing  cost.  Land  prices  in  urban 
areas  are  expensive.  In  the  urban  fringe,  land 
prices  vary  depending  on  whether  the  land 
has  been  developed  or  not.  Housing  costs  in 
the  formal  sector  has  risen  by  153  per  cent 
between  1980  and  1990  (slightly  higher  than 
the  general  inflation  rate  for  the  same  time 
period,  which  is  about  133  per  cent).  Dif- 
ferences in  the  price  of  housing  can  be  caused 
by  differences  in  land  prices  from  one  loca- 
tion to  another. 

The  inability  of  low  income  communities 
and  the  ever  increasing  land  prices  in  urban 
areas  are  a  result  of  the  increased  need  for 
commercial  space  in  commercial  and  in- 
creased land  speculation,  and  have  led  to  the 
growth  of  more  slum  housing,  particularly 
on  public  land  and  marginal  areas  (river 
banks  or  next  to  railroad  tracks),  or  slum 
kampungs  with  unsuitable  housing  and  en- 
vironment conditions. 
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Several  Policies 

The  program  of  urban  housing  develop- 
ment as  a  part  of  national  housing  program 
was  initiated  in  Repelita  I  (the  First  Five- 
Year  Development  Plan:  1968/1969-1973/ 
1974),  with  research  on  construction  and 
locally  available  facilities,  health  care  clinics, 
waste  disposal  facilities,  and  occasionally 
schools.  Kampung  Improvement  Program 
(KIP),  which  was  formerly  implemented  and 
funded  by  local  government,  was  considered 
appropriate  to  improve  existing  low  income 
housing  with  limited  access  to  urban  infra- 
structure. In  some  cases,  local  government 
participation  was  negligible,  due  in  part  to 
the  projects'  implementation  being  domin- 
ated by  central  government  funds  with  no  re- 
quirements for  local  cost-sharing.  A  lack  of 
participation  on  the  part  of  the  beneficiaries 
(i.e.,  the  communities)  has  led  to  a  lack  of 
care  and  maintenance. 

The  urban  Renewal  Program  provides 
funding  for  walk-up  flats  under  a  cross- 
subsidy  scheme,  while  encouraging  the  com- 
munity to  play  an  active  role  in  redevelop- 
ment activities.  The  construction  and  sale  or 
rental  of  the  units  are  to  be  managed  by  the 
national  Housing  Corporation  (Pemm  Pe- 
rumnas).  The  concept  of  the  Urban  Renewal 
Program  has  however  been  misinterpreted, 
since  it  usually  entails  clearance  of  existing 
kampungs,  large  scale  relocation  of  resid- 
ents, and  replacement  of  old  structures  with 
modern  large,  multistorey  buildings.  Cur- 
rent experiments  by  Pemm  Perumnas  in 
kampung  renewal  allowing  replacement  of 
housing  units  in- situ  are  considered  more 
humane  and  acceptable. 

Clean  water  supply  is  an  ongoing  pro- 
gram started  in  Repelita  I.  The  regional 


water  enterprises  (PDAMs)  administer  the 
program,  with  the  Ministry  of  Public  Works 
responsible  for  technical  aspects  and  the 
Ministry  of  Health  responsible  for  water 
quality.  The  sanitation  program,  also  begun 
during  the  Repelita  I,  has  continued  until  to- 
day. The  goal  of  the  program  is  to  provide 
services  for  handhng  waste  water  and  gar- 
bage, and  to  provide  drainage  systems. 

Financial  sources  for  the  development  of 
urban  and  regional  infrastructure  come  from 
both  public  and  private  participation.  Devel- 
opment funds  come  from  tax,  revenue  and 
foreign  loans.  The  central  funds  are  chan- 
nelled through  the  national  budgets  of  sec- 
toral departments  and  Central  Government 
Grant  (INPRES). 

Local  government  funds  come  mostly 
from  local  tax  revenue,  retributions,  self 
managed  funds  from  higher  level  govern- 
ment (central  government,  or  provincial 
level)  loans  and  other  sources.  Until  the  end 
of  Repelita  V  (the  Fifth  Five- Year  Develop- 
ment Plan;  1988/1989-1993/1994),  depend- 
ence of  local  government  on  central  govern- 
ment funding  was  still  high  (more  than  50 
per  cent).  Sectoral  role  in  the  development  of 
urban  and  regional  infrastructure  is  also 
high.  Therefore  overlapping  in  development 
authorities  in  local  areas  often  occur. 

With  increased  autonomy  for  local 
authorities,  the  role  of  local  fijiance  has  be- 
come more  important.  As  a  consequence, 
local  governments  are  encouraged  to  be 
more  active  in  mobilising  local  revenue  and 
other  financial  sources.  At  the  same  time,  re- 
venue received  from  the  higher  government 
should  be  managed  more  efficiently.  To 
avoid  overlapping  and  to  reduce  the  burden 
on  the  central  government,  decentralisation 
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policy  becomes  more  important  and  capacity 
building  of  local  government  staff  should  be 
initiated. 

Existing  regulations  have  not  given 
enough  room  and  stimulation  for  the  private 
sector  and  communities  to  participate  active- 
ly in  many  government-initiated  projects. 
The  existing  regulations  have  also  not  given 
enough  direction  for  the  provision  of  a  com- 
petitive service  on  a  large  scale,  while  there 
are  not  enough  sanctions  against  those  who 
have  neglected  the  provision  of  basic  services 
for  the  poor.  In  addition,  the  existing  re- 
gulations have  not  been  able  to  support  the 
achievement  of  efficiency  and  environmental 
friendly  development. 


Concluding  Remarks 

Urbanisation  and  urban  growth  in  Indo- 
nesia still  grow  highly  in  the  near  future  due 
to  the  economic  policy  developed  by  the  gov- 
ernment. In  1950  there  was  only  one  metro- 
politan area  in  Indonesia,  namely  Jakarta 
while  in  1990  there  were  eight  metropolitan 
areas:  Jakarta,  Bandung,  Surabaya,  Medan, 
Semarang,  Palembang,  Bogor  and  Ujung 
Pandang.  Furthermore,  it  is  predicted  that 
the  number  of  metropolitan  areas  in  Indone- 
sia will  become  twelve  by  the  end  of  this  cen- 
tury. 

The  major  factor  that  contributes  to  the 
level  of  urban  growth  is  migration  from 
rural  to  urban  area.  However,  rural- urban 
migration  process  should  be  recognised  as  a 
natural  process  of  human  efforts  to  develop 
their  welfare.  In  this  context,  government 
function  is  to  provide  the  policy  in  the  level 


and  direction  of  urbanisation  across  the  na- 
tion. This  policy  is  very  important  in  order 
to  avoid  an  extreme  primacy  rate  and  im- 
balance  of  urban  distribution.  Otherwise, 
Indonesia  will  face  a  chaotic  situation  both 
in  urban  and  rural  areas. 
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Enhancing  the  Security  of  Southeast  Asia 
Through  the  Deepening  Web 
of  Bilateral  Relations 

Leonard  C.  Sebastian 


THE  Agreement  between  the  Govern- 
ment of  Australia  and  the  Govern- 
ment of  the  Republic  of  Indonesia  on 
Maintaining  Security  signed  on  18  December 
1995  is  a  historic  development  on  the  part  of 
countries  of  the  region  to  put  more  sub- 
stance into  their  most  important  security  re- 
lationships. Patterns  of  bilateral  defence 
engagement  over  the  last  decade  as  the  most 
visible  sign  of  the  steady  convergence  in 
strategic  thinking  between  Jakarta  and  Can- 
berra will  be  now  replicated  in  an  enhanced 
new  arrangement  with  Singapore. 

On  January  17,  Australian  Prime  Minis- 
ter Paul  Keating  and  his  Singapore  counter- 
part Mr  Goh  Chok  Tong  announced  the 
Singapore-Australia  New  Partnership  in  a 
Joint  Declaration  issued  after  their  meeting 
which  will  also  cover  reciprocal  security.  The 
Singapore-Australia  accord  will  cover  de- 
fence and  security  as  well  as  economic  rela- 
tionship and  poHtical  cooperation.  The 
agreement  will  embrace  but  not  displace  the 
existing  Five  Power  Defence  Arrangement 
(FPDA). 

Over  and  above  institutionalising  regular 
dialogues  about  defence  and  security  issues, 
the  two  security  agreements  will  be  seen  as  a 
precursor  to  a  new  pattern  of  security  rela- 
tionships which  will  see  the  Asia  Pacific 
region  becoming  more  strategically  self- 


contained.  This  new  pattern  of  security  rela- 
tionships is  a  consequence  of  three  signi- 
ficant trends. 

First,  those  who  have  been  lulled  into 
believing  that  economic  success  would  cure 
all  of  East  Asia's  security  flashpoints  have 
had  a  rude  awakening  in  1995.  The  region 
has  been  hit  with  a  series  of  bouts  of  turbu- 
lence as  power  begins  to  shift  in  an  incom- 
modious manner:  instability  on  the  Korean 
Peninsula;  the  squabble  between  China  and 
the  Philippines  over  the  Mischief  Reef  in  the 
South  China  Sea;  the  China- Taiwan  imbro- 
glio; and  the  acrimonious  relations  between 
the  United  States  and  Japan  affecting  the 
US- Japan  alliance,  for  so  long,  the  capstone 
for  security  and  stability  in  the  region.  Im- 
plicitly in  all  this  is  a  recognition  that  the  re- 
gional strategic  balance  has  altered  in  direct 
response  to  the  demise  of  Russia's  strategic 
impact,  and  the  evolving  regional  role  of  the 
United  States.  It  is  becoming  increasingly 
evident  that  the  US  will  not  seek,  nor  accept, 
primary  responsibility  for  guaranteeing  the 
security  of  regional  countries.  Concurrently, 
major  regional  powers  such  as  China,  Japan, 
India  and  Indonesia  are  becoming  more  im- 
portant players  in  the  reogional  security 
arena.  Such  drastic  shifts  of  power  have 
made  the  region  less  predictable  for  security 
planners. 
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Second,  greater  economic  strength  has 
given  regional  countries  a  wider  range  of 
military  capabilities  and  introduced  the  pros- 
pect that  conflicts  could  occur  more  quickly 
and  at  higher  levels  of  intensity. 

Third,    perhaps  the  most  interesting 
dimension  of  these  security  agreements  is  the 
fact  that  they  are  an  indication  that  signi- 
ficant changes  have  occurred  in  defence 
thinking  since  the  end  of  the  Cold  War.  Po- 
litical leaders  are  redefining  security  as 
"security  with"  other  countries  rather  than 
"security  against".  Security  has  been  rede- 
fined to  include  non-military  concerns  such 
as  trade  protectionism,  organised  crime, 
drugs,  environmental  protection,  terrorism, 
illegal  immigration.  The  new  security  dia- 
logue now  stresses  confidence  and  trust 
building  measures.  For  Australia,  one  of  the 
key  choices  was  between  relying  on  old  struc- 
tures and  old  alliances  or  becoming  part  of 
the  community  of  nations  in  the  Asia  Paci- 
fic. In  a  major  speech,  Mr  Keating  captured 
this  idea  succinctly  by  stressing  "the  choice 
between  wanting  security  in  Asia  and  secur- 
ity from  Asia". 

These  security  agreements  are  a  state- 
ment of  the  art  of  the  possible  between 
leaders  of  vastly  different  political  cultures. 
Slowly  but  surely,  countries  in  the  region  will 
have  to  recognise  that  they  cannot  choose 
their  neighbours.  Their  social,  cultural,  po- 
litical and  Religious  practices  may  be  dif- 
ferent from  those  Ithe  majority  of  us  practise. 
In  short,  thi^  simply  means  that  countries 
will  have  to  deal  with  the  world  as  it  is  ~  they 
do  not  have  the  luxury  of  dealing  only  with 
nations  which  share  similar  values.  Clearly, 
there  are  areas  where  values  differ  dramatic- 
ally in  Australia's  relations  with  Singapore 
and  Indonesia.  The  challenge  implied  in 
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these  agreements  is  that  countries  should 
have  the  maturity  to  recognise  and  accept 
many  of  those  differences  without  disrupting 
the  wider  benefits  that  flow  from  the  security 
agreements  -  sound  long-term  relationships. 
The  new-found  confidence  Jakarta  and  Can- 
berra have  in  each  other  adds  a  valuable 
dimension  to  the  regional  security  architec- 
ture which  is  fundamental  to  East  Asia's 
continued  economic  expansion. 

In  this  context,  the  security  agreement 
signed  in  Jakarta  on  18  December  will  be 
viewed  as  the  decisive  moment  in  both 
Austraha  and  Indonesia's  foreign  policy. 
With  the  determination  and  ingenuity  that 
both  Mr  Keating  and  President  Soeharto 
brought  to  the  scrutiny  of  the  big  picture, 
'  they  have  focused  quite  rightly  on  the  main 
issue  of  foreign  policy,  namely,  how  to 
secure  the  future  sovereignty  of  their  respec- 
tive countries  in  the  best  possible  manner. 

The  security  agreement  gives  recognition 
to  the  massive  changes  that  have  taken  place 
in  both  countries  and  in  the  relationship  in 
the  past  thirty  years.  On  18  December  1995, 
the  vicissitudes  of  fifty  years  of  bilateral  re- 
lations were  forgotten  as  the  two  countries 
renewed  the  friendship  which  had  begun  in 
1945  when  Australia  supported  Indonesia's 
push  for  independence.  This  brief  interlude 
in  the  late  1940s  was  followed  by  periods  of 
crisis  in  the  relationship.  First  came  the  con- 
flict of  Dutch-held  West  Irian,  then  Kon- 
frontasi  -  Soekarno's  campaign  of  destabili- 
sation  against  newly-created  Malaysia.  Out 
of  the  turmoil  of  an  attempted  coup  in  1965 
emerged  President  Soeharto  and  a  more 
stable  Indonesia.  Of  all  six  Australian  prime 
ministers  who  have  dealt  with  Mr  Soeharto, 
only  two  ~  Cough  Whitlam  and  Paul 
Keating  ~  have  established  a  genuine  rai> 
port. 
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For  Australia,  it  gives  meaning  to  the  ob- 
jective Mr  Keating  has  consistently,  almost 
single  mindedly,  pursued  -  that  of  security 
in  Asia,  not  security  from  Asia.  Just  as  the 
ANZUS  treaty  represented  a  kind  of  high 
tide  of  Australia's  immediate  post-war  align- 
ment with  the  United  States,  this  accord  will 
symbolise  the  beginning  of  a  new  era  of 
Australian  strategic  thinking  -  one  of  con- 
structive engagement  with  Asia.  The  security 
agreement  also  formalises  to  a  triangle  Aus- 
tralia's defence  ties  with  Papua  New  Guinea 
and  Indonesia. 

If  Sir  Robert  Menzies  would  claim  the 
ANZUS  treaty  to  be  the  greatest  achieve- 
ment of  his  prime  ministership,  then  the 
Agreement  on  Maintaining  Security  between 
Austraha  and  Indonesia  may  be  seen  by  Mr 
Keating  in  the  same  terms,  with  the  dif- 
ference that  Mr  Keating  drove  the  process 
and  made  the  outcome  possible  through 
Canberra's  strategy  to  find  symbols  and 
methods  of  inclusion,  both  in  the  economic 
and  security  spheres.  Hence  its  limpet- like 
adhesion  to  APEC  and  much  more  spectacu- 
larly, the  security  agreement  with  Indonesia. 

The  same  could  be  said  about  President 
Soeharto.  Although  Indonesian  spokesmen 
have  been  handling  it  in  a  low-key  fashion, 
the  security  agreement,  overturns  decades  of 
official  Indonesian  strategic  doctrine.  Mr 
Soeharto' s  boldness  has  produced  a  certain 
cognitive  dissonance  in  the  Indonesian  polity 
and  bureaucracy  right  now.  Whatever  cir- 
cumlocutions were  used,  it  was  up  until  the 
18  December  security  agreement  that  Indo- 
nesia did  not  engage  in  security  agreements. 
Now  it  does.  Does  the  agreement  represent  a 
fundamental  change  in  Indonesian  foreign 
and  defence  policy?  Have  new  strategic 
realities  forced  a  reassessment  of  the  long 


professed  reliance  on  notions  of  regional  and 
national  resilience?  The  security  agreement 
is  not  a  treaty  or  a  pact  in  the  normal  sense. 
This  pact  does  not  oblige  either  country  to 
come  to  each  other's  defence  in  the  event  of 
attack.  It  is  instead,  a  statement  of  security 
cooperation.  As  Mr  Keating  put  it:  A  de- 
claration of  trust  and  close  cooperation  be- 
tween the  countries,  although  both  sides 
pointed  out  that  this  pact  has  full  treaty 
status.  Nevertheless,  this  is  the  first  time  that 
Indonesia,  a  founding  member  of  the  Non- 
Aligned  Movement,  has  entered  into  a  for- 
mal security  arrangement  with  another  coun- 
try. The  whole  process  has  been  a  little  akin 
to  the  APEC  free  trade  declaration  at  Bogor. 
Mr  Soeharto  was  so  far  in  front  of  his 
bureaucrats  and  ministers  that  the  Indone- 
sian system  has  sent  out  confusing  signals. 
Being  an  astute  politician,  Mr  Soeharto  has 
simply  created  a  new  reality  that  everyone  in- 
cluding his  own  people  will  now  have  to 
come  to  grips  with. 

Jakarta  now  has  a  more  mature,  hard- 
nosed  appreciation  of  its  strategic  circum- 
stances. There  seems  to  be  tacit  realisation  in 
Jakarta  that  ASEAN  thinking  on  security 
cannot  deal  adequately  with  long-term  chal- 
lenges like  those  faced  by  Indonesia  in  secur- 
ing its  maritime  environment.  This  is  partly 
due  to  the  end  of  the  comfortable  certainties 
of  the  Cold  War.  Since  last  year  China's 
more  aggressive  posture  on  the  South  China 
Sea  has  given  rise  to  alarm  in  Jakarta,  par- 
ticularly when  Beijing  declined  to  say 
whether  it  still  lays  its  traditional  claim  to  the 
area  of  Indonesia's  biggest  off-shore  natural 
gas  deposit. 

In  the  short-term  the  ASEAN  Regional 
Forum,  only  two  years  old,  is  unlikely  to 
deal  effectively  with  any  sudden  "adverse 
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,  challenge"  to  regional  security.  Multilateral 
security,  while  a  laudable  goal,  is  cumber- 
some and  requires  a  sustained  period  of  time 
to  prove  its  worth.  The  classic  example  is  the 
failure  of  the  Conference  on  Security  and 
Cooperation  in  Europe  (CSCE)  to  deal  with 
the  Balkan  crisis.  Hence,  the  need  for  coun- 
tries to  buttress  their  security  requirements 
by  incorporating  both  bilateral  and  multi- 
lateral instruments.  The  key  is  the  need  for 
neighbours  to  have  structures  for  consulta- 
tion. The  accord  between  Australia  and  In- 
donesia should  not  be  seen  as  a  formal  de- 
fence aUiance  but  as  a  means  of  developing 
closer  ties  between  them  and  providing 
mutual  support  in  the  event  of  external  chal- 
lenges similar  to  those  existing  in  the  agree- 
ments between  Austraha  and  Papua  New 
Guinea,  and  the  between  Australia,  New 
Zealand,  Great  Britain,  Singapore  and  Ma- 
laysia through  the  five  power  defence  ar- 
rangements. 

The  Austraha-Indonesia  security  agree- 
ment has  been  dehberately  crafted  in  the 
most  inoffensive  language  possible  to  avoid 
charges  that  it  is  part  of  an  attempt  to  name 
a  specific  threat  e.g.,  "adverse  challenges" 
referring  to  external  security  concerns.  It 
does  not  allow  either  country  to  become  in- 
volved in  internal  political  developments  of 
the  other.  It  also  provides  the  two  neigh- 
bouring countries  with  three  benefits: 

1)  In  the  military  field:  The  agreement  foi;- 
malises  an  understanding  reached  be- 
tween Jakarta  and  Canberra  in  August 
1995  to  hold  annual  meetings  of  their  de- 
fence ministers,  exchange  intelligence, 
and  increase  joint  military  training  exer- 
cises, strategic  consultations  and  visits  so 
that  the  armed  forces  of  both  countries 
can  operate  more  effectively  together. 
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2)  In  the  non- military  field:  The  agreement 
creates  a  broader  range  of  strategic  rela- 
tionships that  would  enable  countries  to 
deal  with  a  wide  range  of  non- military 
threats  to  their  security  such  as  terrorism, 
drug  trafficking  and  piracy. 

y)  In  the  diplomatic  field:  Australia  has  just 
achieved  a  massive  symbol  of  inclusion 
via  the  security  agreement  with  Indone- 
sia. While  Indonesia  now  has  an  indirect 
foothold  in  the  FPDA,  Jakarta's  histor- 
ical antagonism  to  the  FPDA  (viewed  as  a 
colonial  form  of  containment)  effectively 
ruled  out  Indonesia  joining  that  alhance 
despite  the  rapid  improvement  in  defence 
Hnks  between  the  major  players  in  recent 
years.  This  left  the  bilateral  security 
agreement  as  the  only  viable  option  for 
Austraha  if  it  wanted  to  enter  into  formal 
security  links  with  Jakarta.  The  end  of 
the  Cold  War  and  the  resultant  fluid, 
uncertain  security  situation  in  the  region, 
has  forced  countries  Hke  Indonesia, 
which  has  been  previously  inwardly  fo- 
cused on  security  matters  to  take  a  more 
outward,  regional  approach  to  security. 
It  was  a  trend  towards  collective  regional 
security  and  the  improved  relationship 
between  Jakarta  and  Canberra  which 
paved  the  way  for  the  security  agreement. 

What  is  its  significance  for  Indonesia? 
The  answer  lies  in  a  recognition  by  Indonesia 
of  the  importance  of  having  the  country  to 
its  south  not  as  just  a  geographic  neighbour, 
but  as  an  increasingly  useful  strategic  part- 
ner in  Southeast  Asia.  Both  parties  see  their 
relationship  as  one  between  equals  unHke 
US- Japan  ties  which  is  underpinned  by  their 
mutual  defence  treaty.  But  in  the  context  of 
Indonesia-Australia  ties,  nothing  less  than 
parity  would  be  acceptable  to  both  sides. 
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The  agreement  has  a  symbolic  impor- 
tance, namely  that  the  region  is  capable  of 
cooperating  in  the  field  of  security  and,  from 
the  Indonesian  perspective,  it  commits  Aus- 
tralia more  broadly  to  regional  security  and 
through  its  alliances  provides  one  more  in- 
centive for  the  US  to  remain  engaged  in  the 
region. 

The  events  of  1995  has  thrown  up  dis- 
turbing trends.  As  Prime  Minister  Goh  Chok 
Tong  noted  during  the  meeting  of  ASEAN 
leaders  in  Bangkok,  "the  general  mood  of 
optimism  in  the  Asia  Pacific  has  been 
clouded  by  the  downturn  in  Sino-US  rela- 
tions, the  deterioration  in  China- Taiwan 
ties,  the  increasing  difficulties  in  the  US- 
Japan  relationship,  and  the  rival  claims  over 
the  Spratly  Islands".  The  Great  Powers 
rather  than  being  balancers  of  regional  order 
have  displayed  a  potential  for  creating  in- 
stability. In  this  light,  Australia's  security  ar- 
rangements with  Indonesia  and  Singapore 
cap  be  seen  as  a  proactive  determination  by 
countries  of  the  Asia  Pacific  to  maintain 
stability  in  the  region  and  lay  the  basis  for 
strategic  counterweights  to  any  attempt  by 
the  Great  Powers  to  interfere  in  regional  af- 
fairs. While  the  primary  importance  of  these 
security  agreements  are  symbolic  and  polit- 
ical, the  strategic  and  military  element 
should  not  be  downplayed.  There  are  real 
military  considerations  involved.  Such  secur- 
ity arrangements  are  code  to  other  nations 
that  they  cannot  rely  on  picking  you  off  one 
by  one. 

As  defence  relations  evolve,  and  the  se- 
curity outlook  remains  uncertain,  countries 
are  looking  to  their  neighbours  as  future 
partners  in  preserving  regional  security.  In 
future,  we  may  see  developing  an  interlock- 
ing web  of  security  zones  covering  the  whole 


region  as  regional  countries  attempt  to 
secure  a  buffer  of  security  agreements 
around  their  coastlines.  The  idea  is  to  have  a 
treaty  with  every  major  country  in  your 
vicinity  where  any  aggressor  would  have  to 
pass  through  to  launch  a  serious  assault. 

Australia's  security  arrangements  with 
Indonesia  and  Singapore  is  destined  to  be- 
come a  piece  of  new  security  architecture 
emerging  in  the  region.  What  it  does  is  for- 
malising the  direction  that  has  been  apparent 
in  the  relationship  for  some  time.  It  also, 
however,  sends  an  important  signal  of 
stability  to  a  wider  region.  In  a  region,  where 
the  idea  of  balance  of  power  has  much  re- 
sonance, there  may  be  merit  in  an  approach 
to  unit  lesser- sized  countries  of  the  region  in 
matrix- like  security  clusters  where  they  can 
become  more  cohesive  groupings  of  their 
own.  The  international  order  is  extraordin- 
arily fluid  hence  the  need  for  lesser- sized 
countries  in  the  region  to  develop  what  In- 
donesian Foreign  Minister  Ali  Alatas  re- 
ferred to  as  "common  perceptions  of  what 
constitute  a  possible  threat  to  the  whole  re- 
gion". 

These  security  agreements  can  be  viewed 
as  an  early  indication  of  how  the  Asia  Paci- 
fic power  balance  will  evolve  over  the  next 
few  decades.  States  in  the  region  may  opt  for 
the  Australian  approach  ~  a  web  of  bilateral 
treaties  with  Australia  at  the  centre  ~  to  give 
greater  strategic  depth  rather  than  overde- 
pendence  on  the  multilateral  option  which  is 
cumbersome  and  prone  to  manipulation  by 
self-interested  powers.  The  hope  is  that  in 
time,  the  multilateral  security  approaches 
will  be  taken  seriously  enough  -  a  number  of 
non  security  concerns  can  only  be  dealt  with 
through  this  medium.  The  challenge  now  is 
to  define  common  perceptions  of  security  in 
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the  post  Cold  War  environment.  The  21st 
century  will  see  a  realignment  of  power  with 
Indonesia,  Australia  and  Singapore  involved 
in  that  process.  Australia's  security  arrange- 
ments with  Indonesia  and  Singapore  are  de- 
signed at  the  level  of  grand  strategy.  Any  in- 
telligent strategic  planner  has  to  have  con- 
tingency plans  for  the  day  America  goes 
home,  at  least  in  a  military  sense.  With  re- 
gional neighbours  forging  the  greatest  pos- 


sible solidarity  within  Southeast  Asia,  and 
between  Southeast  Asia  and  Australia,  it  will 
make  the  region  better  equipped  psycholo- 
gically to  cope  with  new  security  challenges. 
Mr  Keating' s  realpolitik  approach  recognises 
that  fact.  It  will  be  a  trend  that  will  be  mir- 
rored across  the  region  as  part  of  a  process 
of  achieving  a  paramount  foreign  policy  aim 
of  long-term  security  and  territorial  integ- 
rity. 


Women  and  Children 
Labour  Force  in  Indonesia* 

Ninasapti  Triaswati 


1.  Introduction 

THE  development  of  Indonesia  have 
both  positive  and  negative  impacts 
to  women  and  children  labour  force. 
The  issues  on  negative  impacts  are  currently 
very  strong.  The  strategy  to  develop  women 
labour  force  in  Indonesia  has  been  reviewed 
by  the  International  Labour  Organisation 
(ILO)  and  United  Nations  Development  Pro- 
gramme (UNDP)  in  June  1993.  The  realisa- 
tion of  strategies  proposed  by  them  to  the 
Government  of  Indonesia  through  Ministry 
of  Manpower  and  the  State  Ministry  for  the 
Role  of  Women,  however,  are  still  in  pro- 
gress. 

The  issues  on  children  labour  force  also 
attracts  some  researchers  and  some  Non- 
Govemment  Organisation  in  Indonesia  to 
directly  overcome  the  problems.  There  are 
some  proposals  for  these  issues  to  Govern- 
ment, and  the  results  are  not  clear. 

This  short  paper  purports  to  describe  the 
development  of  women  and  children  labour 

•Paper  presented  in  Third  ASEAN- ISIS  Collo- 
quium: Human  Rights,  Labor  and  Refugees  in  ASEAN, 
Manila,  February  11-12,  1996. 


force  in  Indonesia  and  to  highhght  some  ne- 
gative issues  related  to  them.  The  facts  show 
that  there  are  some  policy  gaps  in  both 
women  and  children  labour  force  in  Indone- 
sia. 

The  organisation  of  this  paper  is  as  fol- 
low: the  second  section  will  elaborate  what 
the  government  has  done  through  the  legal 
environment  such  as  Undang-undang  (Act) 
and  Keputusan  Menteri  (Minister's  Decree). 
The  third  section  will  describe  some  issues 
and  statistics  in  women  and  children  labour 
force  in  Indonesia.  The  last  section  will  pro- 
pose some  prescription  to  overcome  these 
issues. 

2.  Legal  Environment  for  Women 
and  Children  Labour  Force  in  In- 
donesia 

In  the  colonial  era,  the  labour  protec- 
tion poHcy  in  Indonesia  was  initiated  by  Or- 
dinance 1925  no.  647.  This  ordinance  in- 
cludes the  regulation  on  women  and  children 
labour  force.  In  1969,  under  the  New  Order 
Era.Government  Declared  Act.  No.  14/1969 
regarding  manpower.  Article  10  Act  No.  14/ 
1969  states  that  the  government  shall  pro- 
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mote  labour  protection,  including:  (a)  safety 
standards;  (b)  standards  of  health  and  in- 
dustrial hygiene:  (c)  labour  standards;  and 
(d)  compensation,  medical  care  and  rehabil- 
itation in  the  case  of  industrial  injury. 

2.1.  Women  Labour  Force 

The  regulation  for  women  labour  force 
consists  of  three  issues: 

First,  working  at  night.  Under  the  col- 
onial regulation,  Ordinance  of  September  17, 
1925  stated  that  women  "should  not"  work 
between  10  pm  to  5  am  unless  permitted  by 
the  government  for  certain  jobs  such  as 
plants  and  plantations.  The  regulation  is  re- 
placed in  1941  by  Decision  Letter  No.  12/ 
1941  that  stated  women  "can"  work  be- 
tween 10pm  to  5  pm  for  certain  time  and 
conditions  in  plants  or  plantations.  Under 
the  government  of  Repubhc  Indonesia,  Act 
No.  1/1951  stated  that  women  are  not  per- 
mitted to  work  during  the  night  unless  these 
works  are  suitable  for  women  according  to 
its  nature,  place  and  condition,  for  example, 
nurses  who  are  working  at  hospitals.  In 
1972,  Directorate  General  of  Occupational 
Safety  and  Protection  of  the  Ministry  of 
Manpower  stated  that  women  are  permitted 
to  work  at  night. 

Second,  types  of  jobs  available  for 
women.  Act  No.  1/1951  stated  that  women 
are  prohibited  to  work  in  mining,  and  any 
jobs  that  are  dangerous  for  their  health,  safe- 
ty and  honor.  Act  No.  14/1969  for  the  Main 
Regulation  for  Labour  do  not  state  regula- 
tion for  women  specifically,  but  it  states  that 
any  labour  is  free  to  choose  their  jobs  and 
leave  their  jobs. 

Third,  Gender  Discrimination.  Act  No. 
14/1969  Article  2  stated  that  there  shall  be 
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no  discrimination  in  the  implementation  of 
labour  laws.  In  1984,  the  government  of  In- 
donesia promulgated  Act  No.  7/1984  on 
Ratification  on  UN  Convention  on  the 
Abolition  of  Gender  Discrimination.  The  ac- 
tion is  strengthened  by  Ministry  of  Man- 
power in  1988  who  issued  Circular  Letter 
No:  SE-04/MEN/88  about  the  Implementa- 
tion of  Prohibition  Against  Women  Labour 
Discrimination.  Under  the  law,  the  employer 
should  abolish  the  discrimination  on  pension 
age  and  maintain  the  right  to  obtain  health 
services. 

2.2.  Children  Labour  Force 

Before  independence,  children  labour 
force  is  explained  in  Ordinance  of  September 
17,  1925.  It  stated  that  children  under  twelve 
years  old  are  prohibited  to  work  for  the  com- 
panies between  8  pm  to  5  am.  Children 
under  twelve  years  old  should  not  work  in 
plant,  in  working  place,  in  construction 
jobs,  in  train  companies  and  in  other  blue 
collar  jobs. 

After  the  independence  in  1945,  the  re- 
gulation for  children  labour  force  in  Indone- 
sia is  stated  in  Act  No.  1/1951  and  in  the 
Decree  of  the  Ministry  of  Manpower  no. 
PER-01 /MEN/ 1987.  According  to  Act  No. 
1/1951,  "children"  is  defined  as  anybody 
under  14  years  old;  whereas  "young"  is  de- 
fined as  14  to  18  years  old;  and  "adults"  are 
above  18  years  old.  The  law  prohibits 
children  under  14  years  old  from  working 
and  it  also  prohibits  the  youth  to  work  at 
night  and  in  dangerous  area  such  as  mining. 

Based  on  the  Decree  of  the  Ministry  of 
Manpower  in  1987,  PER-Ol/MEN/1987, 
children  are  permitted  to  work  in  order  to  re- 
duce the  burden  of  their  families  or  them- 
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Table  1 

FEMALE  LABOUR  FORCE  PARTICIPATION  RATES, 
BY  AGE,  1980  AND  1990 


1980 

1990 

Changes 

Age  Group 

Number 

Part.  Rate 

Number 

Part.  Rate 

1980-1990 

(%) 

{%) 

10-14 

805,5% 

9.5 

955,244 

9.2 

18.6 

15-19 

2,430,329 

31.3 

3,156,093 

33.7 

29.9 

20-24 

2,398,774 

34.2 

3,716,232 

43.8 

54.9 

25-29 

2,068,010 

36.1 

3,795,643 

46.6 

83.5 

30-34 

1,636,430 

39.5 

3,217,839 

48.6 

96.6 

35-39 

1,861,488 

42.7 

2,833.942 

52.1 

52.2 

40-44 

1,735,524 

46.0 

2,160,719 

53.5 

24.5 

45-49 

1,468,808 

46.8 

2,141,307 

55.1 

45.? 

50-54 

1,193,999 

44.3 

1,773,762 

52.2 

48.6 

55-59 

681,884 

40.8 

1,242,354 

48.4 

82.2 

60-64 

549,830 

32.9 

933,194 

40.2 

69.7 

65  + 

490,401 

19.0 

919,919 

24.5 

87.6 

Total 

17,321,073 

32.7 

26,846,248 

39.2 

55.0 

Source:    Central  Bureau  of  Statistics,  1980  and  1990  Population  Census. 


Table  2 


POPULATION  AND  LABOUR  FORCE  DISTRIBUTION  BY  RESIDENCE  AND  GENDER, 

INDONESIA,  1980  AND  1990  (Millions) 


1980 

1990 

Males 

Females 

Total 

Males 

Females 

Total 

Population 

Urban 

16.4 

16.4 

32.8 

27.7 

27.7 

55.4 

Rural 

56.5 

57.4 

113.9 

61.7 

62.1 

123.8 

Fop  10+ 

Urban 

12.0 

12.1 

24.1 

21.3 

21.7 

43.a 

Rural 

39.4 

40.9 

80.3 

45.4 

46.6 

92.0 

Labour  Force 

Urban 

7.1 

2.9 

10.0 

13.6 

6.9 

20.5 

Rural 

28.0 

14.4 

42.4 

33.8 

19.6 

53.4 

Work  Force 

Urban 

6.9 

2.8 

9.7 

12.9 

6.4 

19.3 

Rural 

27.7 

14.1 

41.8 

33.2 

19.1 

52.3 

Source:   Insan  Harapan  Sejahtera  (1993),  daU  from  CBS,  1980  and  1990  Population  Census. 
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selves.  However,  the  Decree  stated  that  com- 
panies which  employ  children  labour  force 
should  follow  some  rules  such  as:  children 
should  not  work  more  than  4  hours  per  day; 
children  should  not  work  at  night;  and 
employers  should  give  wages  as  stated  by  the 
law. 


3.  Issues  on  Women  and  Children 
Labour  Force  in  Indonesia 

5.7.  Women  Labour  Force 

Female  Labour  Force  Participation  and  Ur- 
banisation 

The  Census  data  from  the  Central 
Bureau  of  Statistics  of  Indonesia  show  that 
the  role  of  women  in  Indonesia  has  changed 
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rapidly  in  the  past  decade  (see  Table  I).  The 
1980  Census  data  describe  that  the  participa- 
tion rate  of  women  was  only  32.7  per  cent, 
while  in  the  1990  Census  data  show  the  par- 
ticipation rate  of  women  was  39.2  per  cent, 
The  highest  increase,  around  9-10  per  cent, 
was  attributable  to  the  women  between  20-39 
years  old.  The  absolute  number  of  entrants 
from  20  to  39  years  old  increased  from  52.2 
per  cent  to  96.6  per  cent.  The  largest  increase 
in  absolute  number  was  attributable  to 
women  between  30-34  years  old.  The  facts 
represent  how  women  has  induced  the 
labour  market  condition  in  Indonesia. 

What  is  interesting  in  the  topic  is  that 
most  of  the  women  labour  force  still  fol- 
lowed the  Asian  rule  where  women  have  full 
responsibihty  in  managing  their  family  such 
as  taking  care  of  children,  cooking  for  the 


Table  3 


AVERAGE  ANNUAL  GROWTH  RATES  OF  THE  POPULATION  AND  LABOUR  FORCE, 

BY  RESIDENCE  AND  GENDER 
(Per  Cent) 


Annual  Growth  Rate  1980-1990 

Males 

Females 

Total 

Population 

(J  roan 

3.73 

5.78 

5.75 

Rural 

.96 

.86 

.91 

Pop  10+ 

Urban 

6.36 

6.40 

6.38 

kural 

1.57 

1.44 

1.50 

Labour  Force 

Urban 

7.23 

9.34 

7.89 

Rural 

2.04 

3.43 

2.53 

Work  Force 

Urban 

6.91 

8.83 

7.51 

Rural 

1.97 

3.36 

2.46 

Source:    Insan  Harapan  Sejahlera  (1993),  data  from  CBS,  1980  and  1990  Census, 
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Table  4 


INDONESIA:  DISTRIBUTION  OF  WORKING  POPULATION 
BY  WEEKLY  HOURS  WORKED  ACCORDING  TO  INDUSTRY 

(1980  and  1990) 


Percentage  Distribution  of  Working  Population  by  Industry 


and  Agriculture     Manufacturing    Construction  Trade         Transportation  Services 

Hour  "1980      1990"    1980       1990     1980       1990     1980       1990     1980       1990     1980  1990 


M:* 


<25 

22.4 

22.9 

10.1 

25-34 

16.6 

20.0 

7.5 

35-39 

54.5 

53.7 

65.8 

40+ 

6.5 

3.4 

16.6 

Total 

100.0 

100.0 

100.0 

8.3 

7.0 

6.96 

14.0 

7.5 

5.5 

5.9 

9.1 

70.4 

68.8 

72.9 

50.8 

13.8 

18.7 

14.3 

26.1 

100.0     100,0   100.0  100.0 


12.1 

7.5 

7.8 

10.2 

9.1 

10.2 

5.3 

7.2 

10.8 

14.2 

53.2 

49.8 

52.9 

64.8 

66.0 

24.5 

37.4 

32.1 

14.2 

10.7 

00.0 

100.0 

100.0 

100.0 

100.0 

F:* 


<25 

42.6 

46.5 

27.4 

25-34 

19.6 

22.1 

13.6 

35-39 

35.5 

30.3 

49.3 

40+ 

2.3 

1.1 

9.7 

Total 

100.0 

100.0 

100.0 

25.1 

14.2 

19.6 

24.0 

14.4 

9.7 

9.3 

13.3 

52.0 

61.5 

62.8 

41.6 

8.5 

14.6 

18.3 

21.1 

100.0     100.0   100.0  100.0 


22.1 

9.0 

9.9 

20.3 

18.3 

14.2 

6.1 

5.0 

13.0 

16.6 

42.7 

67.8 

73.8 

44.1 

45.2 

21.0 

17.1 

11.3 

22.6 

19.9 

00.0 

100.0 

100.0 

100.0 

100.0 

BOTH 


<25 

28.7 

30.6 

17.7 

25-34 

17.5 

20.7 

10.1 

35-39 

48.7 

45.5 

58.6 

40+ 

5.1 

3.2 

13.6 

Total 

100.0 

100.0 

100.0 

15.6 

7.0 

7.2 

18.7 

10.5 

5.6 

6.0 

11.1 

62.4 

68.7 

72.6 

46.4 

11.5 

18.7 

14.2 

23.8 

100.0     100.0    100.0  100.0 


17.0 

7.5 

7.9 

13.3 

12.6 

12.2 

5.4 

7.2 

11.4 

15.1 

48.0 

50.0 

53.2 

58.4 

58.2 

22.8 

37.1 

31.7 

16.9 

14.1 

100.0 

100.0 

100.0 

100.0 

100.0 

Source:  ILO  (1993),  data  from  CBS,  1980  and  1990  Population  Census. 
•Note:  M  =  males;  F  =  females 


family,  cleaning  the  house,  etc.  Therefore 
women  labour  force  in  urban  areas  trust 
their  "household  responsibilities"  to  the 
low-skilled  women  labour  force  from  rural 
area.  This  phenomenon  encourages  the  low- 
skilled  women  labour  migration  from  rural 
areas  to  urban  areas  to  fill  in  the  gap  for  the 
household  jobs  in  urban  areas. 


The  description  of  urbanisation  can  be 
seen  in  Table  2  and  Table  3.  The  female  ur- 
ban population  grew  rapidly  in  the  1980- 
1990  period,  from  16.4  million  to  27.7  mil- 
lion. This  figure  implies  a  very  high  annual 
intercensal  growth  rate  of  5.78  per  cent. 
Compared  to  the  female  rural  population 
which  grew  slowly  from  57.4  million  to  62.1 
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Table  5 


AVERAGE  NOMINAL  WAGES  IN  THE  MANUFACTURING  SECTOR 


YEAR 


MALE 


FEMALE 


Number  of 

Wage 
Employees 

Average 
Nominal 
Wages 

Number  of 

Wage 
Employees 

Average 
Nominal 
Wages 

Proportion 

of  F/M 
Wages 

1,852.192 

52,200 

878,677 

21,900 

0.42 

2,113,169 
2,119,008 

73,070 

992,319 

34,150 

0.47 

76.480 

1,064,169 

38.560 

0.50 

2,250,045 

80,000 

1,116,304 

40,150 

0.50 

2,616,921 

82.237 

1,392,540 

44,054 

0.54 

2,779,237 

110,199 

1,516,427 

51,252 

0.47 

1982 
1986 
1987 
1988 
1989 
1990 


Sumber:  ILO  (1993a). 


Table  6 


WAGES  OF  UNSKILLED  PRODUCTION  WORKERS 


Types  of  Manufacturing  Industry 

Daily  Wages  Nov.  '90 
(Rupiah) 

Per  Cent  Monthly 
Increases  1989-1990 

Fern/Male 
Wages 

Males 

Females 

Males 

Females 

% 

Food,  Drinks,  Tobacco 

4,441 

1,874 

0.71 

0.24 

42.2 

Textiles,  Clothing,  Leather 

2,842 

2,319 

1.18 

0.52 

81.6 

Timber  &  Furniture 

3,476 

2.648 

0.45 

0.41 

76.2 

Paper,  Publishing  &  Printing 

4,328 

2.848 

0.52 

0.53 

65.8 

Chemicals,  Rubber  &  Plastics 

4.173 

3,054 

0.65 

0.38 

73.2 

Mining  &  Quarrying  Non  Metals 

3.876 

3,853 

0.41 

0.29 

99.4 

Iron  &  Steel  Basic  Industry 

5.256 

1.8 

Metal  Products,  Machinery,  etc. 

4.876 

2,944 

0.88 

0:34 

60.4 

Other  Industry 

4.130 

4,022 

0.42 

0.63 

97.4 

TOTAL 

3.850 

2.455 

0.65 

0.47 

63.8 

Sumber:    ILO  (1993a),  data  from  CBS,  1991. 

million,  or  the  female  rural  population 
growth  rate  of  only  .86  per  cent,  this  reflects 
a  widening  gap  in  the  growth  rate  between 
female  population  in  urban  and  rural  area. 

The  female  labour  force  shows  a  spec- 
tacular increase,  from  2.9  million  to  6.9  mil- 
lion or  an  annual  growth  rate  of  9.34  per 
cent.  Among  them,  the  number  of  women 
who  actually  work  in  urban  area  increased- 
sharply  from  2.8  millions  to  6.4  millions, 


or  the  average  annual  intercensal  growth  rate 
is  8.83  per  cent.  This  number  is  very  high 
compared  to  the  female  work  force  in  rural 
area  which  grew  3.36  per  cent  annually. 

The  statistics  above  do  not  reflect  the 
whole  urbanisation  process  since  they  based 
on  residence.  The  number  of  women  who  ac- 
tually worked  in  urban  areas  could  be  larger 
since  they  could  maintain  their  rural 
residence  and  commute  for  slightly  longer 
periods  (Insan  Harapan  Sejahtera,  1993). 


WOMEN  AND  CHILDREN  LABOUR 

Gender  Discrimination 

The  discussion  about  gender  discrimina- 
tion here  focuses  on  the  wage  differential  be- 
tween male  and  female  labour  force, 
especially  in  the  manufacturing  and  agricul- 
tural sector.  The  statistics  show  that  most  of 
the  women  in  agriculture  worked  less  than  35 
hours  per  week,  while  women  in  other  sec- 
tors mostly  worked  more  than  35  hours  per 
week.  Furthermore,  the  proportion  of  wo- 
men work  force  in  agriculture  who  worked 
less  than  25  hours  per  week  shghtly  increased 
for  the  1980-1990  period.  On  the  contrary, 
the  proportion  of  women  who  worked  more 
than  35  hours  per  week  decreased.  This 
shows  that  women  labour  force  in  agricul- 
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ture  tend  to  work  on  part-time  basis.  Where- 
as in  manufacturing  industry  the  proportion 
of  women  labour  force  who  worked  on  part- 
time  basis  is  relatively  stable  for  the  1980- 
1990  period.  i 

The  data  on  wage  in  both  manufacturing 
and  agriculture  show  that  women  have  lower  \ 
average  wages  than  men  (see  Table  5  and  j 
Table  6) .  Average  nominal  wages  for  females  j 
in  the  manufacturing  sector  is  approximately  j 
half  of  the  average  nominal  wages  of  males.  ] 
The  wage  trend  for  the  1982-1990  period 
shows  that  the  proportion  of  female  wages 
to  male  wages  increased  slightly  from  42  per 
.  cent  to  47  per  cent.  The  data,  however,  do  j 
not  clearly  explain  the  level  of  skills  of  the 


Table  7  j 

j 

INDEX  OF  REAL  WAGES  IN  INDONESIA  AGRICULTURE 

SELECTED  PROVINCES,  1985-1991  j 


Activity  Region  1985        1986        1987        1988        1989        1990  1991 

Rice  j 
Plant/Female 


West  Java 

100 

101 

102 

98 

99 

100 

101 

Central  Java 

100 

102 

102 

99 

102 

106 

102 

East  Java 

100 

98 

96 

94 

95 

97 

101 

North  Sumatra 

100 

104 

110 

106 

107 

106 

Lampung 

100 

95 

93 

89 

94 

99 

South  Sulawesi 

100 

103 

114 

109 

110 

107 

Hoeing/Male 

West  Java 

100 

102 

103 

101 

103 

102 

102 

Central  Java 

100 

101 

102 

97 

99 

101 

98 

East  Java 

100 

100 

96 

93 

95 

96 

98 

North  Sumatra 

100 

103 

115 

114 

122 

120 

Lampung 

100 

97 

98 

96 

102 

112 

South  Sulawesi 

100 

101 

106 

98 

98 

97 

 ^   \ 

Estates 

West  Java  100 
Central  Java  100 
East  Java  100 
North  Sumatra  100 


Source    Manning  (1992). 

i 


96 

88 

80 

83 

100 

97 

97 

97 

101 

106 

99 

99 

95 

92 

83 

85 

! 
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Table  8 


SEX: 
Female 
Male 


AVERAGE  MONTHLY  EARNINGS  (Rp  000) 
BY  HAVING/NOT  HAVING  BASIC  SKILLS.  TECHNICAL  SKILLS.  BUSINESS  SKILL 


BASIC  SKILLS 


N 


481 
545 


Total 
Average 
Earnings 

147 
219 


Reading  Writing 


Arithmatics 


Indonesian 
Language 


TECHNICAL 
SKILLS 


Yes     No      Yes  No 


Yes 


No 


Yes    No        Yes  No 


149  141 

227  169 


151  136 
230  163 


150  140 
223  198 


156  128 
229  157 


BUSINESS  SKILLS 


Sales 


Yes 


No 


Yes  No 


Yes  No 


Yes  No 


Yes  No 


117  155 
229  216 


^"""g       Bookkeeping         Formal  Loans      Management  Recruitment 


Yes  No 


SEX: 

Female 

Male 


137 
211 


150 
222 


167  136 
248  200 


160  146 
196  221 


174  146 
233  218 


175  133 
273  185 


113  150 
251  215 


Source:    Insan  Harapan  Sejahtera  (1992). 


women  labour  force.  Table  6  shows  that  un- 
skilled female  labour  force  wages  are  lower 
than  male  labour  force  wages  for  all  type  of 
manufacturing  industries. 

Table  7  shows  that  real  wage  rate  in  agri- 
culture relatively  did  not  change  in  the 
period  1980-1990.  The  data  do  not  clearly 
state  the  wage  rate  in  agriculture.  However, 
since  type  of  works  in  agriculture  is  relatively 
more  difficult  for  male  than  for  female,  we 
expect  that  male  has  a  higher  wage  rate  than 
female. 

Furthermore,  Insan  Harapan  Sejahtera 
(1992)  in  her  study  for  the  micro- enterprise 
participants  strengthen  these  results  by 
showing  that  women  always  receive  lower 
wages  than  men  for  certain  skills  such  as 
basic  skills,  business  skills  and  technical 
skills  (see  Table  8). 


Table  9 

NUMBER  OF  REGISTERED  PROSTITUTES 
IN  INDONESLV 


Financial  Year  Sex  Workers 


1984-1985 

48,047 

1985-1986 

56,541 

1986-1987 

59,290 

1987-1988 

56,524 

1988-1989 

62,660 

1989^1990 

64,447 

1990^1991 

49,619 

1991-1992 

56,524 

1992-1993 

62,660 

1993-1994 

65,059 

1994-1995 

71,281 

Source:   Jones,  Sulistyaningsih,  Hull  (1995). 
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Sexual  Harassment 

Another  issue  in  working  place  that  also 
has  a  strong  impact  to  the  women  labour 
force  in  Indonesia  is  sexual  harassment.  The 
issue  is  strong,  but  the  fact  shows  that  most- 
ly women  lost  their  cases  in  court.  The  ques- 
tion is  how  much  is  the  percentage  of  the 
total  cases  of  women  that  were  actually 
revealed  in  court?  There  is  no  clear  answer 
for  the  question,  but  we  expect  only  very  few 


cases  has  actually  been  reported  to  the  court. 
Furthermore,  there  are  some  other  cases  that 
has  ended  in  tragedy  such  as  the  woman 
labourer  who  was  murdered  and  no  suspect 
can  be  accused. 

The  World  Oldest  Profession:  Prostitution 

The  development  gap  between  urban  and 
rural  areas  in  Indonesia  attracts  migrants 


Table  10 

CHILDREN  LABOUR  FORCE  PARTICIPATION  RATE 


1980  1990  Percent 


Age  Group 
(Years) 

Number 

Participation 
Rate 

Number 

Participation 
Rate 

Changes 
1980-1990 

Female: 
10-14 

810,485 

9.5 

955,244 

9.2 

18.6 

Male: 
10-14 

1,159,175 

12.6 

1,362,060 

12.4 

15.3 

Total: 
10-14 

1,969,660 

11.1 

2,317,304 

10.8 

16.7 

Source:    CBS,  1980  and  1990  Population  Census. 


Table  11 

CHILDREN  WORK  FORCE  MONTHLY  WAGE  RATE 

1989-1993  (Rupiah) 

1989                1990  1991  1992  1993 

Age  Group: 

10-14  Years  (1)                  26,917             31,687  44,636  45,693  52,137 

National  Average  (2)               77,164             89,677  101,651  115,951  143,493 

Ratio:  (l)/(2)                         0.35                0.35  0.44  0.39  0.36 


Source:    CBS,  National  Labour  Force  Survey  1989^1993. 
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from  the  rural  to  the  urban  areas.  Most  of 
the  women  labour  force  from  rural  areas  are 
young,  inexperiences  and  low-skilled.  The 
competition  among  them  to  seek  for  a  good 
job  in  urban  area  is  very  strong.  Therefore 
most  of  them  will  work  in  the  informal  sec- 
tors such  as  traders,  family  workers,  and 
domestic  workers.  Others  become  prosti- 
tutes. Other  cultural  factors  such  as  easy 
divorce  in  certain  areas  in  Java  could  also 
encourage  the  development  of  prostitution 
in  Indonesia  (Jones,  Sulistyaningsih,  Hull, 
1995). 

The  study  by  Jones,  Sulistyaningsih  and 
Hull  (1995)  describes  that  the  size  of  the  sex 
industry  is  difficult  to  estimate.  The  number 
of  registered  prostitutes  in  Indonesia  be- 
tween 1984/1985-1994/1995  is  underes- 
timated since  it  only  includes  the  number  of 
prostitutes  in  "lokalisasi"  or  a  specific  re- 
gion for  prostitution  (see  Table  9).  The  data 
do  not  include  upper- middle  to  high- class 
prostitutes  or  hidden  prostitutes  in  karaoke 
bars,  massage  parlour  and  high-class  hotels. 


3.2.  Children  Labour  Force 

In  this  study,  children  are  defined  as  any- 
body 14  years  old  and  younger.  Based  on  the 
1980  and  1990  Population  Census,  children 
labour  force  in  Indonesia  increased  from 
1.99  million  in  1980  to  2.32  million  in  1990. 
The  participation  rate  for  the  children 
labour  force  in  Indonesia  was  gradually  de- 
clining in  the  last  decade.  The  percentage 
changes  of  female  labour  force  within  this 
period  is  higher  than  male  labour  force  (see 
Table  10). 

The  average  monthly  wage  rate  of 
children  labour  force  is  approximately  40  per 
cent  of  the  national  average  wage  rate  (see 
Table  11).  This  ratio  varies  from  35  per  cent 
to  44  per  cent  within  the  1989-1993  period. 
Therefore,  factories  are  more  attractive  to 
children  labour  force  than  adult  labour  force 
for  reducing  production  costs.  Besides, 
children  labour  force  are  reluctant  to  ask  for 
higher  wages  or  better  working  conditions 
compared  to  the  adults. 


Table  12 

CHILDREN  WORK  FORCE  WEEKLY  HOURS  WORKED 


1980  1990 
Hours  .   


Worked 

Urban 

Rural 

Total 

Urban 

Rural 

Total 

53,018 

55.759 

2.935 

63.529 

66.464 

174,660 

183.201 

13,610 

179,642 

193.252 

10-24 

26.081 

673,688 

699,769 

62.629 

866,727 

929.356 

25-34  ^ 

8,397 

243,844 

252,241 

21.801 

280,555 

302.356 

35-44 

21,734 

306,788 

328,522 

31,970 

261,743 

293,713 

45-59 

36,460 

183,476 

219,936 

54i024 

152,510 

206,534 

fiO-l- 

37,734 

89,815 

127,549 

48,070 

62,502 

110.572 

N.  Stated. 

4,583 

24.638 

29,221 

612 

1,182 

1,794 

Total 

146,271 

1,749,927 

1,896,198 

235,651 

1.868.390 

2.104,041 

Source:  CBS,  1980  and  1990  Population  Census. 


WOMEN  AND  CHILDREN  LABOUR 


29 


Children  work  force  in  Indonesia  mostly 
live  in  rural  areas  (see  Table  12).  The  largest 
proportion  of  the  children  work  force  in 
rural  area  are  working  between  10  hours  to 
24  hours  per  week.  This  number  was  increas- 
ing sharply  between  1980-1990  period.  Most 
of  the  children  work  force  who  Hved  in  urban 
area  were  working  more  than  35  hours  per 
week.  The  number  was  also  increasing  in  the 
last  decade.  By  spending  much  time  on 
working,  their  allocation  of  time  for  study- 
ing would  be  less  and  therefore  it  would  be 
very  difficult  for  them  to  compete  for  a  good 
education. 


Safe  Working  Environment 

Using  the  CBS  Indonesian  data  for  the 
labour  by  status  of  occupation,  we  can 
categorise  labour  in  the  formal  and  infor- 
mal sectors.  The  labour  in  informal  sector 
consists  of  family  workers,  self-employed 
and  manager  with  temporary  workers. 

In  the  agricultural  developing  countries 
such  as  Indonesia,  most  children  in  rural 
areas  are  working  for  their  family  as  family 
workers.  Some  of  the  children  workers  are 
working  in  dangerous  areas  such  as  diving  in 
deep  sea,  working  in  home  industries  in  a 
relatively  dark  place.  However,  the  culture 
of  Indonesia  assumes  that  "parents  care  for 
their  children"  so  that  the  government  of  In- 
donesia do  not  actively  engage  in  these  child 
abuse  cases. 

Similar  to  the  women  labour  force,  the 
migration  from  rural  to  urban  area  will  in- 
crease the  number  of  children  labour  force  in 
urban  areas.  The  children  labour  force  in  the 
informal  sector  in  urban  areas  are  rising 
rapidly.  Many  jobs  in  the  informal  sector 


such  as  garbage  selection  in  urban  areas  are 
not  safe  for  the  children's  health.  However, 
since  they  are  working  in  informal  sectors, 
government  influence  on  the  children's  safe- 
ty are  relatively  weak. 

Besides,  there  is  another  problem  faced 
by  government  for  the  children  who  are 
working  in  plants.  Most  children  who  are 
working  in  plants  reported  false  ages  to  their 
employer.  Therefore,  it  is  difficult  for  the 
government  to  apply  some  penalties  for  the 
employers  who  give  the  children  jobs  beyond 
their  physical  ability. 

4.  Policies  for  the  Future:  Law  En- 
forcement and  Poverty  Allevia- 
tion 

The  policies  to  overcome  problems  in 
women  labour  force  and  children  labour 
force  can  be  categorised  into  two  kinds  and 
should  be  done  simultaneously.  However, 
there  is  no  guarantee  that  those  policies  will 
succeed  without  improving  the  administra- 
tive mechanism. 

First,  to  strengthen  the  law  enforcement 
to  bridge  the  "policy  gaps".  There  are  many 
ministerial  decrees  that  have  not  been  im- 
plemented effectively,  such  as  child  labour 
protection  and  removing  gender  discrimina- 
tion. However,  there  is  some  limitation  in  re- 
moving other  issues  such  as  sexual  harass- 
ment and  prostitution.  We  need  to  elaborate 
further  how  far  we  want  to  eliminate  those 
issues. 

Second,  to  expand  the  economic  and 
socio- cultural  approaches  to  implement  the 
strategies  on  poverty  alleviation  such  as  the 
Nine- Year  Compulsory  Education  and  direct 
subsidies  to  eliminate  poverty. 
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Nine-  Year  Compulsory  Education.  Since 
1973  Indonesia  has  applied  a  six- year  com- 
pulsory education.  In  1994,  the  government 
expand  the  program  to  nine  years.  If  the  im- 
plementation of  the  program  is  successful, 
then  we  expect  that  the  number  of  children 
labour  force  who  work  full-time  (more  than 
35  hours  per  week)  will  decHne,  especially  in 
urban  areas. 

Direct  programs  to  eliminate  poverty. 
There  are  some  direct  programs  which  are 
applied  to  eliminate  poverty  in  Indonesia 
such  as  Inpres  Desa  Tertinggal  (IDT)  that  is 
a  direct  subsidy  for  poor  families  in  In- 
donesia; and  other  subsidies  for  low  income 
families.  Some  economists  questioned  these 
direct  subsidies  for  the  poor  families.  The 
arguments  basically  related  to  the  spending 
behaviour  of  the  poor  family  and  the  ad- 
ministrative problems  in  implementing  the 
policy,  such  as  illegal  fees  for  the  bureau- 
cracy. 
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Islam  and  the  Empowerment 
of  Indonesian  Civil  Society* 

Muhammad  AS  Hikam 


I 

ONE  of  the  most  interesting  phenom- 
enon in  Indonesian  politics  recently 
has  been  the  increasing  number  of 
public  discourses  around  the  issue  of  Islam 
and  its  growing  influence  in  the  political 
realm.  For  those  who  regard  it  as  a  positive 
development,  the  return  of  Islam  in  politics 
seems  to  be  a  timely  and  appropriate  res- 
ponse from  the  Islamic  community  consider- 
ing that  Islam,  as  a  social  and  political  force 
in  society,  has  been  in  retreat  for  so  long. 

This  view  has  its  validity  if  one  regards 
the  recent  developments  in  the  relationship 
between  the  New  Order  and  Islam  as  sig- 
nifying toward  a  more  accommodationist  at- 
titude from  both  sides.  Several  instances  in 
this  direction  include  the  establishment  of 
ICMI  (Association  of  the  Indonesian  Mus- 
lim Intellectuals),  promulgation  of  Islam  law 
on  inheritance,  formation  of  an  Islamic 
bank  and  other  economic  institutions  accor- 


♦Revised  paper  presented  at  the  Conference  "Islam, 
Modernity  and  Globalization",  Deakin  University  Mel- 
bourne, Victoria,  Australia,  29-30  October  1995. 


ding  to  the  shariah,  and  last  but  not  least, 
the  trend  of  personal  identification  of  many 
top  figures  in  the  government  with  Islam.  No 
less  than  the  President  himself  during  the 
opening  ceremony  of  the  43  rd  national  con- 
gress of  Muhammadiyah  in  Aceh  expressed 
such  a  self- identification.  He  said  that  he  re- 
garded himself  as  being  bibit  Muhammadi- 
yah (the  seed  of  Muhammadiyah)  and  accor- 
dingly his  actions  had  been  inspired  by  the 
organisation's  spirit  and  teaching.  Such  a 
statement  no  doubt  strengthens  the  psyche 
of  Muhammadiyah' s  members,  if  not  that  of 
Indonesian  Muslims  at  large,  giving  them  a 
sense  of  pride  and  of  being  accepted  as  "part 
of  the  system". 

However,  for  those  who  are  critical  of 
new  developments  regarding  Islam,  the  Is- 
lamisation  of  Indonesian  politics  is  seen  as  a 
dangerous  development  and  possibly  detri- 
mental to  the  ongoing  struggles  for  demo- 
cracy in  the  country.  The  proponents  of  this 
critical  view  argue  that  the  emergence  of 
Islamic  power  is  nothing  but  a  product  of  the 
current  ehtes  struggles  within  the  system.  In 
this  respect,  Islam  has  been  appropriated  to 
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support  the  political  interests  of  certain  elite 
factions,  especially  in  anticipating  the  1997 
General  Election. 

Thus,  the  formation  oflCMI,  for  exam- 
ple, is  part  of  the  political  strategies  to 
enhance  the  position  of  Mr.  Habibie's  fac- 
tion in  its  rivalry  against  opposing  military 
factions  in  influencing  the  process  of  leader- 
ship succession.  In  so  doing,  Habibie  has 
sought  the  support  of  Islamic  intellectuals 
and  activists  whilst  offering  them  in  return 
the  prospect  of  greater  political  leverage  in 
the  affairs  of  the  state.  Meanwhile,  the  ac- 
commodative political  gesture  of  President 
Soeharto  has  been  interpreted  by  many  polit- 
ical analysts  as  a  part  of  his  own  strategy  to 
contain  the  growing  disappointment  within 
the  military  which  may  pose  a  threat  to  his 
dominant  position. 

At  a  deeper  level  the  critics  have  been 
concerned  about  the  very  idea  of  Islamisa- 
tion,  particularly  in  the  use  of  legal- 
formalistic  articulations.  Islamisation  as 
conceived  by  some  of  the  hardliner  groups 
will  lead  to  the  creation  of  a  divisive  atmos- 
phere within  a  pluralist  society  like  in  Indo- 
nesia. The  demand  to  implement  Islamic 
precepts  through  the  state  would  lead  in- 
evitably to  treating  Islam  as  a  special  case 
apart  from  the  rest  of  the  Indonesian  popul- 
ation.^ It  is  also  against  the  spirit  of  the  con- 
stitution which  guarantee  equal  treatment  to 
every  individual  and  all  groups  in  society. 
Thus,  the  notion  of  Islamic  community  pur- 
sued along  this  particularistic  line  will  even- 
tually jeopardise  the  idea  of  national  unity. 


Abdurrahman  Wahid,  best  known  as  Gus  Dur,  has 
been  among  those  who  maintain  this  critical  position. 


II 

In  order  to  come  to  grips  with  these  two 
competing  views  in  discourses  on  the  role  of 
Islam  in  Indonesian  society,  one  should  put 
them  in  the  context  of  rapid  structural 
change  initiated  and  promoted  by  the  New 
Order  regime.  For  the  acceleration  of  eco- 
nomic development  and  the  maintenance  of 
political  stability  over  the  past  25  years  has 
had  tremendous  impacts  on  the  ongoing  pro- 
cess of  social  formation  in  society,  including 
within  the  Islamic  community.  Of  the  most 
important  challenges  of  modernisation  to 
Islam  as  way  of  life  has  been  the  inevitable 
introduction  and  dissemination  of  secular- 
istic  ideas  and  practices. 

At  the  societal  level,  the  emergence  of  the 
so-called  new  middle  class  in  urban  areas 
and  the  increasing  size  of  the  industrial 
working  class  in  the  big  cities,  following  the 
decline  of  agrarian- based  communities,  have 
forced  the  Muslims  to  determine  new  ways  in 
coping  with  the  novel  realities. 

One  of  the  most  significant  impacts  of 
modernisation  and  rapid  social  change  has 
been  the  shifting  of  social  roles  of  the  reli- 
gious ehte  in  society.  The  proliferation  of 
professional  groups  in  society,  for  instance, 
has  challenged  the  traditional  roles  of  re- 
ligious leaders  and  forced  them  to  compete 
with  new-comers  in  order  to  secure  their  in- 
fluence in  the  community.  Also  the  introduc- 
tion and  advancement  of  modern,  secular 
knowledge  has  pushed  traditional  or  local 
knowledge  into  the  background,  including 
knowledge  based  upon  religious  teachings. 
This  forces  many  religious  institutions  and 
leaders  to  adjust  themselves  to  modern  reali- 
ty by  taking- up  modern  knowledge  and  prac- 
tices in  their  schools,  organisations,  and 
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teachings.  Otherwise,  they  have  to  resist  by 
clinging  stubbornly  to  the  traditional  ways 
of  hfe  at  the  expense  of  their  alienation  from 
the  mainstream. 

The  penetrations  of  modernity  on  Islam 
have  been  exacerbated  by  the  absence  of  po- 
litical channels  through  which  the  Muslim 
communities  can  genuinely  and  freely  ar- 
ticulate their  aspirations.  It  has  been  well- 
known  that  at  least  until  the  mid-eighties, 
the  regime's  attitude  towards  Islam  has  been 
ambiguous  at  best  and  suspicious  at  worst. 
This  is  despite  the  fact  that  Islamic  groups 
had  been  at  the  forefront  during  the  struggle 
to  overthrowing  Soekarno  and  his  Guided 
Democracy  regime  in  the  mid- sixties.  Not 
only  did  Islam  not  enjoy  political  benefits 
following  the  establishment  of  the  New 
Order,  but  throughout  the  seventies  until  the 
mid- eighties  it  also  experienced  many  polit- 
ical repressions  throughout  the  country. 

The  ruling  elite's  suspicion  toward  Islam 
is  evidenced  in  its  various  attempts  to  mar- 
ginalise political  legitimacy  of  Muslim  com- 
munity. Both  psychological  and  ideological 
wars  were  launched  to  discredit  Islam  as 
being  anti-Pancasila  which  can  be  seen  in 
such  cases  as  Komando  Jihad,  Negara  Islam 
Indonesia,  gerakan  ekstrem  kanan  (right- 
winger  extreemist  movements),  etc.  Even  the 
revamping  of  the  existing  political  parties 
and  uniting  the  existing  ideological  bases  of 
the  parties  can  also  be  understood  as  a  part 
of  marginalisation  of  Islam  in  the  political 
realm.  Thus  the  merger  of  all  Islamic  parties 
in  1973  into  the  PPP  (Partai  Persatuan  Pem- 
bangunan)  can  be  interpreted  as  an  attempt 
to  reorganise  Islamic  parties  under  the  state 
control.  Also  the  idea  of  "pengasas-tunggal- 
an"  (ideological  unification),  which  is  of- 
ficially aimed  at  ending  ideological  conflicts 
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among  political  forces  in  society  by  adopting 
Pancasila  as  their  sole  ideological  base,  to 
some  Islamic  leaders  means  deconfessional- 
ising  Indonesian  politics  and  putting  Islamic 
political  forces  under  the  state's  corporatist 
arrangement. 

The  response  from  Islamic  leadership 
have  varied  ranging  from  total  and  open  re- 
jection to  accommodationist  moves  toward 
the  state.  Those  who  openly  reject  the  state's 
Islamic  policy  have  run  the  risk  of  facing 
physical  and  political  repression.  In  many 
cases  open  opposition  from  Islamic  groups 
were  met  with  violent  responses  from  the 
military  apparatus,  such  as  occurred  in  the 
cases  of  Tanjung  Priok  Affair  and  Imran's 
Komando  Jihad  movement.  Or,  in  other 
cases,  Muslim  opposition  leaders  were  im- 
prisoned after  long  interrogations  and  much 
physical  and  psychological  harassment. 

Meanwhfle,  many  Muslim  leaders  have 
sought  different  approaches  in  dealing  with 
the  state's  Islamic  policy,  namely  through 
accommodationist  moves.  In  this  respect, 
three  different  approaches  can  be  distin- 
guished. The  first  is  building  Islam  along 
with  the  state's  corporatist  arrangement. 
The  second  is  the  building  up  of  Islam  from 
outside  the  state  but  whenever  possible  main- 
taining close  relations  with  some  elite  fac- 
tions within  it.  The  third  is  the  building  up  of 
Islam  together  with  other  forces  in  society 
with  the  primary  goal  being  the  empower- 
ment of  Indonesian  society  generally  and  not 
exclusively  the  Muslim  community.  The  em- 
powerment of  Indonesian  Muslims  is  in- 
separable from  the  empowerment  of  Indone- 
sians in  general  given  the  fact  that  they  con- 
stitute the  majority  of  the  population.  Also 
it  would  be  able  to  prevent  Muslims  from 
giving  way  to  particularistic  tendencies  and 
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instead  encouraging  them  to  become  an  in- 
tegral part  of  Indonesian  society  whose 
rights  and  obligations  as  citizens  are  no  dif- 
ferent from  the  others' . 

Ill 

It  soon  becomes  clear  that  the  three  ap- 
proaches within  the  Islamic  leadership  have 
their  philosophical  and  theoretical  implica- 
tions as  well  as  practical  consequences  for 
the  future  of  Islamic  in  Indonesia.  The  first 
approach  will  follow  the  state's  poMcy  of 
Islam  and  adopting  the  strategy  of  reform 
from  above.  Islamic  organisations  such  as 
MDI  {Majlis  Da'wah  Islamiah  -  The  Islamic 
Council  for  Religious  Preaching)  which  be- 
longs to  Golkar  and  MUI  {Majelis  Ulama 
Indonesia  -  The  Council  of  Indonesian  Ula- 
mas)  in  addition  to  the  state's  bureaucratic 
apparatus  at  the  Ministry  of  Religious  Af- 
fairs are  the  representatives  of  this  camp. 
They  consider  themselves  as  mediators  be- 
tween the  state  and  the  Muslim  community 
by  providing  advice  and  fatwas  as  well  as 
public  services  related  to  religious  matters. 

Politically,  however,  those  organisations 
have  little  to  offer  in  terms  of  empowering 
the  ummah  and  helping  the  Muslim  com- 
munity to  be  more  autonomous  and  capable 
of  getting  involved  in  decision- making  pro- 
cesses related  to  their  own  life.  On  the  con- 
trary, those  organisations  will  always  remain 
under  the  state  control  and  therefore  their 
empowerment  capacity  cannot  be  overes- 
timated. Even  the  MUI  has  yet  to  prove  itself 
as  an  independent  body  whose  fat  was  and 
opinions  would  mirror  the  actual  problems 
faced  by  the  ummah. 

The  second  approach  has  been  more 
capable  in  defending  the  interests  of  the  um- 
mah. Many  Muslim  activists  and  intellec- 
tuals who  have  a  strong  commitment  to  em- 
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powering  the  Islamic  communities  see  that 
this  approach  would  energise  their  struggles. 
Also  their  extensive  networks  inside  and  out- 
side the  state  can  be  employed  as  powerful 
instrument  for  building  strategies  and  im- 
plementing their  programs.  The  proponents 
of  this  approach  believe  that  both  cultural 
and  structural  changes  are  necessary  for  the 
ummah  in  order  to  emerge  as  social,  political 
and  economic  force  in  the  country. 

In  its  developments,  this  second  ap- 
proach has  gained  popularity  among  Indo- 
nesian Muslim  intellectuals  and  middle  class 
and  an  organisation  like  ICMI  can  be  seen  as 
their  product.  Their  social  basis  is  primarily 
urban  with  educational  background  that  in- 
clude both  religious  and  secular  institutions. 
They  are  well  versed  with  recent  develop- 
ments in  scientific  discourses,  including 
theoretical  and  practical  ones.  Moreover, 
their  career  as  NGO  activists,  members  of 
student  bodies,  young  entrepreneurs,  uni- 
versity professors,  teachers  and  officials  in 
other  modern  profession  has  made  it  possi- 
ble for  extensive  and  intensive  involvement 
in  modern  activities  both  at  the  national  and 
international  levels. 

Normatively,  the  underlying  theme  of 
this  second  approach  is  to  implement  the 
Islamisation  of  modernisation,  to  use  Gilles 
Kepel  term.  In  the  view  of  its  advocates, 
while  Islam  is  not  incompatible  with  modern- 
ity, it  must  be  kept  in  mind  that  the  discourse 
of  modernity  is  still  dominated  by  the  West. 
Thus  the  notion  of  re- islamisation  of  mo- 
dernity is  "a  way  of  rebuilding  an  identity  in 
a  world  that  has  lost  its  meaning  and  become 
amorphous  and  alienating."  This  includes 
rebuilding  the  Islamic  community  and 

^Gilles  Kcpel,  The  Revenge  of  God:  The  Resurgence 
of  Islam,  Christianity  and  Judaism  in  the  Modern 
JTor/rf  (Pennsylvania:  Penn  State  Press,  1994),  35. 
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creating  social,  economic  and  legal- political 
institutions  based  upon  Islamic  laws 
(shari'a). 

It  remains  to  be  seen  whether  the  second 
approach  would  be  adequate  for  the  Indone- 
sian Muslims.  For  in  the  context  of  a  plural- 
istic nation- state  like  Indonesia,  its  particu- 
laristic inclination  will  certainly  affect  the  re- 
lationships between  the  Muslim  and  other 
groups  in  society.  If  the  recent  development 
in  Europe  and  Africa  has  taught  us  any- 
thing, it  has  been  the  fact  that  national  in- 
tegration would  be  hampered  by  particular- 
istic drives  of  certain  groups  in  society. 
Moreover,  in  the  developing  countries  like 
Indonesia  it  will  provide  an  excuse  for  the 
state  and  its  ruling  elite  to  enforce  and  pro- 
long a  kind  of  "emergency  situation"  which 
allows  them  to  maintain  political  status  quo. 

IV 

Another  approach  has  been  contem- 
plated by  some  Islamic  activists  and  intel- 
lectuals to  overcome  the  above  particularistic 
temptation.  This  approach  stresses  the  no- 
tion of  empowerment  of  the  whole  of  socie- 
ty, a  society  in  which  Muslims  are  an  impor- 
tant element  and  yet  not  one  in  which  is 
given  a  special  status  in  the  Republic. 

Such  an  approach  has  been  based  upon 
the  fact  that  Muslims  have  to  face  the  hard 
reality  that  in  such  a  pluralistic  society  as  In- 
donesia they  can  only  play  the  role  as  a  com- 
plementary factor  to  other  components.  Ab- 
durrahman Wahid,  a  leading  proponent  of 
this  view,  stresses  that  Indonesian  MusHms 
should  not  consider  themselves  to  be  "a 
competitive  factor  that  will  have  a  disinteg- 
rative function  in  the  life  of  the  nation  as  a 


whole.'  This  view  echoed  the  preoccupa- 
tion of  many  Islamic  leaders  with  the  integ- 
ration of  the  ummah  into  the  nation.  One  of 
them  was  the  late  Kyai  Ahmad  Shiddiq,  the 
former  General  Chairman  of  Syuriah  (legis- 
lative body)  of  NU,  who  stressed  the  need 
for  Muslims  to  come  to  terms  with  the  nature 
of  both  the  modern  state  and  nationalism.'* 
He  argues  that  Indonesian  Muslims  should 
accept  the  Republic  as  "the  final  form  of  the 
attempts  by  Mushms  to  establish  a  State  in 
the  Indonesian  Archipelago."^  In  order  to 
strengthen  the  integration,  Shiddiq  intro- 
duced the  notion  of  fraternity  (ukhuwwah) 
not  only  within  the  ummah  itself,  but  also 
encompassing  other  communities  in  the  na- 
tion.^ 

Drawing  on  a  strong  theoretical  base,  the 
proponents  of  this  third  approach  see  that 
the  effort  to  establish  a  distinct  and  separate 
community  within  the  nation  as  being  coun- 
terproductive for  Muslims.  Instead,  they 
argue,  the  struggle  should  take  the  form  of 
creating  a  common  ground  with  other  forces 
in  society  to  attain  the  ultimate  goal  of  build- 
ing a  modern,  democratic  and  just  society. 
In  so  doing,  the  chief  contribution  of  Islam 
is  to  provide  moral  and  ethical  foundations 
in  modern  Indonesian  society.  The  so-called 
Islamisation  of  modernity  is,  therefore,  not 
compatible  with  this  idea  since  it  implies  a 


^Abdurrahman  Wahid,  "The  Islamic  Masses  in  the 
Life  of  State  and  Nation",  Prisma,  no.  35  (March 
1985),  5. 

^Ahmad  Shiddiq,  Islam,  PancasUa  dan  Ukhuwah  Is- 
lamiyah  (Jakarta:  Lajnah  Ta'lif  wan  Nasyr,  PBNU, 
1985);  Andree  Feillard,  Traditionalist  Islam  and  the 
State  in  Indonesia:  Flexibility,  Legitimacy,  and  Renewal 
(Honolulu:  East  West  Center,  1993),  21. 

'Wahid,  The  Islamic  Masses,  9. 

''Shiddiq,  Islam,  25. 
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monopolisation  of  Islam  in  interpreting  the 
social  construction  of  realities. 

In  the  context  of  the  conditions  currently 
prevailing  in  Indonesia,  the  third  approach 
differs  with  the  previous  two  in  that  it  ad- 
vocates the  strategy  of  empowerment  from 
below  and  tend  to  be  critical  toward  the  ex- 
cessive state  power.  Thus,  for  instance,  the 
proponents  of  this  approach  struggle  to 
estabhsh  a  strong  and  autonomous  civil  so- 
ciety as  an  avenue  for  democratisation.  The 
involvement  of  Abdurrahman  Wahid  in  the 
Forum  for  Democracy  (Fordem)  rather  than 
ICMI  can  be  understood  as  his  rejection  to 
the  state- oriented  strategy  of  empowerment. 
Also  the  increasing  number  of  Muslim  stu- 
dent organisations  and  activists  who  have 
devoted  themselves  to  advocacy  at  the  grass- 
root  level  shows  the  appeal  of  this  approach 
to  the  young  Muslim  generation. 

The  inclusive  attitude  of  this  approach 
has  made  it  possible  for  the  activists  involved 
to  expand  their  activities  beyond  the  boun- 
dary of  the  Muslim  community  by  gener- 
ating networks  and  joint  programs  with  non- 
Muslim  groups.  The  Interfaith  Dialogue 
Group  (Dialog  Antar  Iman),  best  known  as 
Interfidei  or  Dian  in  Yogya  and  Fghami 


The  notion  of  civil  society  in  this  respect  is  under- 
stood in  neither  the  Hegelian  nor  Marxian  view  which 
perceives  it  as  a  pre-political  condition.  Rather,  it  fol- 
lows the  understanding  of  the  Toqcueville  and  Arendt  in 
which  civil  society  encompasses:  (1)  the  expansion  of  the 
free  public  sphere  and  public  discourses  in  society;  (2) 
the  proliferation  and  development  of  autonomous  as- 
sociations and  institutions  which  function  to  check  the 
state's  tendency  towards  intervention  and  domination; 
(3)  the  development  of  active  citizens  which  are  capable 
of  trenscending  primordial  attachment.  The  citizens  will 
engage  in  political  activities  through  public  discourses 
and  practices  based  upon  trust,  tolerance  and  egalitarian 
principles. 
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{Forum  Agama  untuk  Hak  Asasi  Manusia  - 
The  Religious  Forum  for  Human  Rights)  in 
Jakarta,  for  instance,  are  an  outcome  of 
joint  activities  between  Moslem  and  noiv 
Moslem  intellectuals  based  upon  mutual 
understanding  of  religious- based  problems 
in  Indonesian  society.  Many  NGOs  have 
been  formed  under  the  spirit  of  cooperations 
between  the  Muslims  and  non-Muslims  with 
goals  of  solving  common  basic  problems 
such  as  poverty,  basic  education,  human 
rights,  etc. 

V 

It  is  by  no  means  the  case  that  the  third 
approach  is  without  challenges,  both  from 
outside  and  inside  the  Islamic  community. 
External  obstacles  would  come  primarily 
from  the  state  itself,  which  sees  any  effort  of 
social,  economic  political  empowerment  out- 
side its  corporatist  arrangements  as  a  threat 
to  its  legitimacy.  This  explains  why  some 
programs  that  aim  to  break  the  people's  de- 
pendency on  the  state  have  met  many  ob- 
stacles from  the  state  such  as  what  occurred 
in  the  case  of  NU's  BPR  (Bank  Perkreditan 
Rakyat  -  People's  Credit  Banking).  Also 
various  attempts  have  recently  been  made  to 
incite  internal  conflicts  within  NU  focusing 
upon  critical  opinions  and  political  attitudes 
of  Abdurrahman  Wahid,  the  organisation's 
current  Chairman. 

From  within  the  Islamic  community,  the 
main  challenges  come  from  those  leaders 
who  feel  comfortable  with  the  current  status 
quo.  Those  who  at  the  moment  enjoy  state 
support  and  elite  patronage  would  attempt 
to  discredit  the  strategy  of  empowerment  as 
being  outside  the  system.  Meanwhile,  since 
they  have  access  to  the  power  it  is  possible 
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for  them  to  use  the  state's  influence  for  their 
own  interests. 

A  more  serious  problem  faced  by  the  ef- 
fort to  empower  civil  society  will  come  from 
the  lack  of  a  strong  and  autonomous  middle 
class  in  society.  Many  observers  maintain 
that  the  current  Indonesian  middle  class,  in- 
cluding the  so-called  Muslim  middle  class,  is 
still  heavily  dependent  on  the  state  and  too 
small  in  number  in  order  to  become  the 
backbone  of  civil  society.  The  traditional 
Muslim  petty  bourgeoisie  has  been  marginal- 
ised by  the  penetration  of  capitalist  expan- 
sion and  many  of  their  economic  bases  have 
been  eradicated.  This  prevents  its  evolution 
towards  modern  bourgeois  class  from  occur- 
ring and  paves  the  way  for  the  decline  of  the 
traditional  entrepreneurs  among  Mushms 
who  may  become  one  of  the  elements  of  the 
modern  Indonesian  middle  class. 

Thus,  it  is  too  early  to  expect  whether  the 
third  approach  will  be  prevailing  vis-a-vis  the 


current  Islamist  trend  in  Indonesia.  For  the 
time  being,  what  is  clear  is  that  the  idea  of 
Islamisation  has  gained  popularity  among 
the  educated  Muslims  in  urban  areas 
although  it  is  debatable  whether  it  will 
become  a  large  scale  movement. 


The  role  of  Islam  in  empowering  Indone- 
sian civil  society  in  the  future  will  be  deter- 
mined by  the  ability  of  the  proponents  of 
third  approach  in  mobilising  support  not  on- 
ly from  within  the  ummah  but  also,  and 
more  importantly,  from  outside  it.  For,  it  is 
primarily  in  the  interest  of  the  larger  Indone- 
sian society  that  this  inclusive  approach  pre- 
vails. Otherwise  the  nation  will  have  to  face 
intermittent  tensions  in  society  caused  by 
sectarianism  and  particularism.  If  this  hap- 
pens, then  any  effort  to  democratise  the  ex- 
isting political  system  will  have  to  face  a 
similar  problem  in  other  Muslim  countries, 
namely  a  fundamentalistic  temptation. 


Towards 
an  Asia  Europe  Partnership 
~  A  Perspective  from  Asia 

Hadi  Soesastro  and  Jusuf  Wanandi 


The  Setting 


THE  first  Asia  Europe  Meeting 
(ASEM)  is  to  be  held  soon  in  Bang- 
kok, Thailand.  Leaders  of  the  10 
Asian  countries,  namely  the  seven  ASEAN 
countries  plus  China,  Japan  and  South 
Korea,  will  begin  a  dialogue  process  with  the 
15  European  Union  (EU)  leaders.  This  infor- 
mal meeting  will  definitely  be  a  significant 
one  even  though  both  sides  have  made  it 
clear  from  the  outset  that  the  agenda  of  the 
meeting  will  be  modest  and  that  not  too  high 
an  expectation  should  be  placed  on  the 
meeting's  outcome.  The  very  fact  that  the 
meeting  takes  place  signifies  an  important 
development. 

The  aim  of  the  dialogue  process  is  clear. 
It  is  to  forge  an  Asia  Europe  partnership 
based  on  mutual  respect  and  mutual  bene- 
ficial relations.  It  is  also  of  importance  to 
note  here  that  the  initiative  to  hold  this  first 
meeting  came  from  ASEAN,  aired  initially 
by  the  Prime  Minister  of  Singapore,  which 
was  responded  to  favourably  by  the  EU. 


In  this  post-Cold  War,  ASEAN  suddenly 
finds  it  self  in  a  position  in  which  it  is  ex- 
pected to  play  a  significant  role  in  the  estab- 
lishment of  structures  of  cooperation  that 
goes  far  beyond  the  Southeast  Asian  region. 
The  strengthening  of  ASEAN  itself  has  be- 
come a  pre-requisite  for  ASEAN  to  be  able 
to  play  this  role.  The  forging  of  closer  eco- 
nomic cooperation  among  its  members, 
which  is  manifested  in  the  ASEAN  Free 
Trade  Area  or  AFTA,  is  a  means  to  enhance 
ASEAN' s  role  and  position  in  the  world  eco- 
nomy. It  is  to  help  foster  ASEAN*  s  eco- 
nomic integration  into  the  world  economy. 
While  this  process  is  beginning  to  take  off, 
ASEAN  is  faced  with  the  opportunity  to 
enlarging  its  membership  to  include  other 
Southeast  Asian  countries.  Vietnam  has 
joined  as  ASEAN' s  seventh  member  in  July 
1995.  Cambodia  and  Laos  have  indicated 
that  they  will  be  ready  to  join  ASEAN  in 
1997,  and  it  has  become  more  likely  now  that 
Myanmar  could  join  ASEAN  by  the  turn  of 
the  century. 

Hence,  ASEAN  is  currently  preoccupied 
with  both  a  deepening  and  widening  of  its 
cooperation.  This  is  a  big  challenge  for 
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ASEAN.  In  addition,  ASEAN  is  pretty 
much  an  important  "core"  member  of 
APEC,  the  Asia  Pacific  Economic  Coopera- 
tion process.  ASEAN' s  involvement  in 
APEC  is  crucial  to  the  success  of  this  re- 
gional cooperation  effort.  With  the  en- 
couragement of  other  Asia  Pacific  countries, 
ASEAN  has  taken  the  initiative  to  establish  a 
regional  political- security  dialogue  process 
for  the  entire  Asia  Pacific  region,  namely  the 
ASEAN  Regional  Forum  (ARF).  Both 
APEC  and  ARF  are  often  seen  as  embryos 
of  the  two  main  pillars  of  a  regional  architec- 
ture for  the  promotion  and  maintenance  of 
peace,  security  and  economic  well-being  in 
the  Asia  Pacific  region. 

Despite  the  preoccupation  with  com- 
munity building  in  the  Southeast  Asian  sub- 
regional  and  the  wider  Asia  Pacific  region, 
ASEAN  has  always  maintained  its  outward 
orientation.  Singapore,  for  example,  has 
since  the  early  1970s  proclaimed  itself  as  a 
"global  city",  which  sees  itself  as  a  part  of 
the  emerging  global  economy.  This  may  de- 
rive simply  from  a  reahsation  of  the  necessity 
of  the  ASEAN  countries  to  develop  extra- 
regional  relations  rather  than  on  the  basis  of 
"grand"  strategic  concepts.  However,  this 
orientation  has  found  its  best  expression  in 
the  concept  of  "open  regionalism".  Al- 
though the  origin  of  this  concept  cannot  be 
traced  back  to  ASEAN,  the  ASEAN  coun- 
tries have  become  a  staunch  promoter,  even 
an  advocate,  of  this  concept.  This  has 
already  found  its  clear  expression  in  the  way 
the  ASEAN  countries  would  like  to  see 
APEC  develops.  This  strong  belief  in  open 
regionalism  is  shared  and  supported  by  other 
East  Asian  economies,  particularly  Japan 
and  China. 

ASEAN' s  extra- regional  cooperation  has 


always  assumed  an  equally  important  role  in 
ASEAN' s  agenda.  The  so-called  (bilateral) 
dialogue  relations,  with  ASEAN  main  eco- 
nomic partners  ~  Australia,  Canada,  the 
European  Community  initially,  now  EU, 
Japan,  New  Zealand,  the  US,  and  later  on 
South  Korea  -  and  the  ASEAN-PMC  (Post 
Ministerial  Conference)  process  are  given 
great  prominence  in  ASEAN' s  activities. 
ASEAN-EtJ  relations,  based  on  the  Coop- 
eration Agreement  (of  1980),  involve  consul- 
tations at  various  levels,  the  ministerial 
meetings  (AEMM),  senior  officials  meetings 
(SOM),  and  the  JCC  (Joint  Cooperation 
Committee). 

It  is  this  EU  link  with  Asia  that  has  been 
responsible  for  drawing  in  the  EU  into  the 
ASEAN  Regional  Forum,  because  this  pro- 
cess is  pretty  much  ASEAN-based.  As  men- 
tioned before,  ASEAN  has  been  placed  in 
the  position  to  take  the  initiative  to  establish 
this  forum  because  otherwise  it  could  not 
have  come  off  the  ground.  China,  an  emerg- 
ing major  player  in  the  region,  could  only  be 
drawn  in  because  the  process  is  ASEAN- 
based.  And  without  China's  activate  parti- 
cipation this  regional  forum  would  only  have 
minimal  meaning. 

In  comparison,  the  EU  has  not  become  a 
part  of  the  APEC  process  because  the  EU- 
ASEAN  link  could  not  be  capitalised  on  it. 
In  the  mid-1980s  ASEAN  did  take  an  initia- 
tive to  develop  an  Asia  Pacific  economic  co- 
operation forum.  However,  this  failed  to 
materialise  for  a  number  of  reasons.  An 
ASEAN  initiative  here  would  have  included 
the  EU  because  of  its  status  as  an  ASEAN 
dialogue  partner. 

The  point  to  be  made  here  is  that 
ASEAN  has  always  viewed  the  EU  as  an  im- 
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portant  player  in  global  affairs  and  that  its 
relations  with  the  EU  could  benefit  the 
Southeast  Asian  subregion  and  the  wider 
Asia  Pacific  region.  This  view  is  apparently 
shared  by  other  East  Asian  economies. 
China,  Japan  and  South  Korea  have  im- 
mediately joined  ASEAN  in  promoting  a 
high-level  meeting  with  leaders  of  the  EU. 


Asia-Europe  Economic  Cooperation 

Asia  Europe  relations,  or  partnership, 
can  be  viewed  from  a  variety  of  perspectives. 
One  perspective,  commonly  argued  recently 
in  Asia  as  well  as  in  Europe,  is  the  need  to 
strengthen  the  third  leg  in  the  emerging 
triangle  of  economic  power  centers.  A 
balanced  triangular  relationship  is  seen  as  a 
guarantee  for  the  maintenance  and  promo- 
tion of  global  peace,  stability  and  prosperity. 
This  view  is  promoted  by  those  who  focuses 
on  the  challenges  that  emerge  as  East  Asia 
becomes  a  new  centre  of  economic  gravity  of 
the  world.  In  1993,  the  combined  GNP  of 
East  Asia  amounted  to  US$5.4  trillion  as 
against  US$6  trillion  for  North  America, 
and  US$6.5  trillion  for  the  EU.  Projections 
suggest  that  by  the  year  2005,  East  Asia's 
combined  GNP  of  US$9  trillion  will  be 
larger  than  that  of  North  America  (US$8 
trillion)  and  of  the  EU  (US$8.5  trillion). 

In  the  Asia  Pacific  context,  it  is  shown 
that  the  rise  of  the  East  Asian  economies  has 
led  to  increased  economic  interdependence 
in  East  Asia  as  well  as  in  the  wider  Asia  Pa- 
cific region,  namely  between  East  Asia  and 
North  America.  It  is  conceivable  that  eco- 
nomic relations  and  interdependence  be- 
tween East  Asia  and  Europe  will  also  be 
strengthened.  At  least  the  potentials  are 
there. 
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East  Asia's  share  in  world  merchandise 
exports  now  amounts  to  27  per  cent  com- 
pared to  19  per  cent  a  decade  ago.  Its  share 
in  world  imports  also  rose  to  25  per  cent 
from  18.5  per  cent  over  that  same  period. 
Projections  show  that  within  the  next  decade 
East  Asia  could  account  for  one  third  of 
world  trade  from  one  fourth  presently.  EU 
exports  to  East  Asia  has  now  already  re- 
placed the  US  as  the  largest  market.  It 
should  be  noted  that  EU's  exports  to 
ASEAN  alone  is  much  larger  than  its  exports 
to  the  70  countries  of  Africa,  Caribbean  and 
the  Pacific  (ACP).  Exports  from  Asian  de- 
veloping countries  into  the  EU  has  also 
grown  considerably. 

There  is  the  concern  on  the  East  Asian 
side  that  this  trend  may  not  be  welcomed  by 
the  EU  as  the  increased  inflow  of  manufac- 
tures from  Asia  would  be  seen  as  a  threat 
and  in  response  would  create  pressures 
towards  the  creation  of  a  "fortress"  Europe. 
The  dialogue  process  in  ASEM  should  be 
aimed  at  creating  and  promoting  a  mutual 
understanding  that  could  prevent  such  un- 
fortunate development.  Here  lies  the  stra- 
tegic significance  of  ASEM. 

However,  the  Asia  Europe  partnership 
should  go  beyond  this  task.  It  can  and 
should  play  a  more  pro-active  role  in  rein- 
forcing an  open  trading  system.  This  effort 
is  equally  promoted  through  APEC.  The 
EU,  East  Asia  and  North  America  must 
work  closely  together  in  strengthening  the 
WTO.  The  up-coming  WTO  Ministerial 
Meeting  in  Singapore  in  December  1996  pro- 
vides a  golden  opportunity  for  them  to  exert 
global  leadership  in  enhancing  the  credibility 
of  the  global  trading  system.  As  in  the 
APEC  context,  this  could  be  demonstrated 
by  the  widening,  deepening,  and  acceleration 
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of  individual  Uruguay  Round  commit- 
ments. If  it  is  possible  to  encourage  a  kind  of 
"concerted  unilateral"  actions  among  in- 
dividual APEC  members  it  is  not  inconceiv- 
able why  a  similar  concerted  unilateral  ap- 
proach could  not  be  adopted  by  the  EU. 

Promotion  of  trade  investment  between 
Asia  and  Europe  could  be  undertaken 
through  a  combination  of  facihtation  and 
liberalisation  measures  and  the  greater  in- 
volvement of  the  business  communities.  In 
particular,  facilitation  efforts  in  the  APEC 
framework  have  already  gone  a  long  way  in 
producing  principles  and  procedures  that 
would  help  reduce  transactions  costs.  They 
will  continue  to  evolve  and  be  improved 
upon.  It  is  in  these  areas  as  well  where  Asia 
Europe  cooperation  will  be  meaningful.  In 
fact,  it  is  also  in  these  areas  where  one  could 
promote  the  idea  of  setting  up  "trilateral 
working  groups"  involving  East  Asia,  North 
America  and  the  EU. 

A  third  category  of  cooperation  activities 
between  Asia  and  the  EU,  properly  grouped 
under  the  banner  of  development  coopera- 
tion, could  include  cooperation  in  human  re- 
sources development  (HRD),  infrastructure 
development,  the  promotion  of  small  and 
medium  enterprises  (SMEs),  as  well  as  tech- 
nology exchanges  and  transfers.  These  ac- 
tivities can  best  be  undertaken  within  the 
bilateral  Asia  Europe  context,  although 
some  synergies  could  be  had  by  having  close 
consultations  with  similar  activities  in 
APEC. 

The  first  ASEM  in  Bangkok  could  pro 
duce  an  agenda  for  the  Asia  Europe  dialogue 
and  cooperation  process  which  incorporates 
all  of  the  above  activities  plus  consultations 
on  a  range  of  political  and  security  issues,  in- 


cluding nuclear  non-proliferation.  Whatever 
be  the  case,  the  agenda  should  be  viewed 
within  the  setting  thus  examined.  It  should 
also  be  developed  against  the  background  of 
the  developments  in  the  Asia  Pacific  region, 
particularly  the  trend  towards  regionalism  in 
the  economic  as  well  as  in  the  political  and 
security  fields. 

Asia's  destiny  is  increasingly  intertwined 
with  that  of  the  Asia  Pacific  region  as  a 
whole.  The  Asia  Pacific  region  is  an  emerg- 
ing region.  In  geographic  terms,  it  is  a  region 
comprising  countries  and  economies  that  are 
linked  together  by  the  Pacific  Ocean.  How- 
ever, the  emerging  Asia  Pacific  region  is  not 
merely  a  geographic  construct.  Perhaps,  it  is 
a  geo- economic  region  as  its  emergence  has 
been  largely  market- driven.  As  such  its 
boundaries  remain  open-ended.  This  may  be 
the  most  important  feature  of  economic  re- 
gionalism in  this  region  and  which  also  dis- 
tinguishes this  region  from  other  regions. 

Economic  regionalism  indeed  has  be- 
come an  important  item  in  the  national,  re- 
gional and  international  agenda  of  almost  all 
countries  in  the  Asia  Pacific  region,  in- 
cluding the  ASEAN  countries.  Economic  re- 
gionalism has  many  forms,  as  it  may  be 
driven  by  different  kinds  of  forces.  The 
ASEAN  countries  are  engaged  in  a  number 
of  regional  economic  cooperation  arrange- 
ments. To  them,  first  and  foremost  is 
ASEAN  itself.  This  economic  association  is 
primarily  aimed  at  developing  a  kind  of  re- 
gional solidarity  among  neighbours  for  the 
purpose  of  regional  peace  and  stability. 
Thus,  this  association  is  largely  politically 
driven.  The  founding  fathers  of  ASEAN 
made  it  clear  that  regional  economic  integra- 
tion is  not  the  objective  of  ASEAN.  How- 
ever, this  is  rapidly  changing. 
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In  the  global  context,  the  Asia  Pacific  re- 
gion, particularly  the  East  Asian  region,  has 
become  the  most  dynamic  region.  During  the 
last  five  years  or  so  the  average  annual  rate 
of  economic  growth  of  the  Asia  Pacific  re- 
gion was  about  3.5  per  cent  per  annum.  The 
annual  rate  of  growth  of  developing  East 
Asia  has  been  above  5  per  cent  per  annum. 
These  rates  are  significantly  higher  than  that 
of  the  world  (2.1  per  cent  per  annum)  and  of 
the  EU  (1.6  per  cent  per  annum). 

As  mentioned  before,  the  region's 
growth  performance  has  been  accompanied 
by  increased  regional  economic  interdepend- 
ence and  market  integration.  This  raises  a 
number  of  policy  issues.  Firstly,  what  would 
be  required  to  sustain  the  region's  growth 
and  economic  dynamism?  Secondly,  will 
economic  integration  and  interdependence 
enhance  or  impair  regional  security?  Third- 
ly, should  the  region  form  a  regional  struc- 
ture of  sorts  in  order  to  minimise  political 
frictions  that  could  result  from  increased 
economic  interdependence?  There  is  a  fourth 
question  that  is  being  raised  with  increased 
frequency,  namely  whether  the  Asia  Pacific 
region  can  play  a  leadership  role  in  main- 
taining an  open  global  trading  system. 

East  Asia  and  Economic  Transfor- 
mation in  Asia  Pacific 

With  some  exceptions,  the  Asia  Pacific 
region  has  been  able  to  maintain  its  growth 
momentum  since  the  early  1990s  despite  the 
slowing  down  of  world  output  and  trade. 
This  is  particularly  true  for  the  developing 
countries  in  the  region.  During  the  past  five 
years,  most  East  Asian  economies  achieved  a 
growth  rate  between  7  and  10  per  cent  per 
annum.  For  example,  the  average  annual 


rates  of  growth  were  9.5  per  cent  in  Thai- 
land, 8.6  per  cent  in  Malaysia,  8.2  per  cent  in 
China,  8  per  cent  in  Singapore,  6.9  per  cent 
in  Indonesia  and  6.8  per  cent  in  Korea. 

This  raises  the  question  of  the  region's 
resilience  to  global  recession.  The  ability  of 
many  countries  in  the  region  to  maintain 
double-digit  growth  in  exports  is  seen  to  be 
due  to  their  outward- oriented  policies,  sig- 
nificant diversification  in  products  and  mar- 
kets, increased  intra- regional  trade  as  well  as 
increased  intra- regional  investment  flows. 
However,  in  order  to  maintain  their  growth 
momentum  a  World  Bank  study  suggests 
that  the  East  Asian  economies  need  to  pur- 
sue their  reform  programs  vigorously,  parti- 
cularly with  regard  to  state  enterprises  and 
the  financial  sector,  as  well  as  to  address 
problems  of  infrastnictural  bottlenecks  and 
environmental  protection. 

Export  of  Asia  Pacific  economies,  ex- 
cluding the  United  States  and  Japan,  is  pro- 
jected to  grow  by  10  per  cent  or  more  per  an- 
num in  real  terms  in  1994  and  1995.  These 
rates  are,  for  example,  about  16  to  17  per 
cent  for  Hong  Kong  and  Indonesia,  around 
13  to  15  per  cent  for  China,  Malaysia  and 
Thailand,  and  between  10  and  12  per  cent 
for  Singapore  and  the  Phihppines. 

The  size  of  Asia  Pacific  trade  is  now  as 
large  as  that  of  the  EU.  Intra- regional  trade 
are  also  projected  to  continues  to  increase. 
Today,  about  70  per  cent  of  the  region's 
trade  is  intra- regional.  This  is  in  the  same 
order  of  magnitude  as  EU's  intra- regional 
trade.  Of  interest  is  the  fact  that  the  Asia 
Pacific  region  has  achieved  a  degree  of  trade 
interdependence  and  economic  integration 
as  high  as  those  among  members  of  the  EU 
without  forming  a  trade  bloc. 
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Table  1 

GDP  GROWTH  RATES,  1991-1995 


Region  1991  1992  1993  1994  1995 

Asia  Pacific  2.7  3.3              3.8  4.7  3.6 

(excl.  US  &  Japan)  3.9  4.9             5.8  6.9  5.9 

Brunei  4.0  -1.1               0.5  1.8  2.0 

China  8.0  13.6  13.4  11.8  11.0 

Indonesia  7.0  6.5              6.5  7.3  7.4 

Japan  3.6  0.3  -0.2  0.5  0.6 

Korea  (South)  9.1  5.1              5.8  8.4  8.9 

Malaysia  8.7  7.8              8.3  8.7  9.4 

Philippines  -0.6  0.3             2.1  4.3  5.2 

Singapore  6.7  6.0  10.1  10.1  7.8 

Thailand  8.4  7.9             8.2  8.4  8.8 

European  Union  1.1  1.0  -0.6  2.8  2.9 

World  1.3  2.0             2.5  3.6  3.7 


Source:    International  Monetary  Fund,  World  Economic  Outlook  (October  1995);  Pacific  Economic  Cooperation 
Council,  Pacific  Economic  Outlook  (various  issues). 


Table  2 


SHARE  OF  INTRA-REGIONAL  TRADE 
(as  Per  Cent  of  Total) 


Exports    Imports 


1970 

1993 

1970 

1993 

Asia  Pacific 

57.0 

72.4 

62.0 

72.0 

Brunei 

99.5 

78.5 

85.5 

67.9 

China 

55.3 

73.1 

51.8 

70.6 

Hong  Kong 

61.1 

75.0 

68.5 

84.9 

Indonesia 

80.5 

77.2 

66.7 

65.9 

Japan 

62.6 

7r.7 

60.6 

66.9 

Korea  (South) 

85.5 

69.1 

81.8 

68.2 

Malaysia 

68.8 

78.2 

65.2 

81.5 

Philippines 

89.8 

76.6 

75.0 

75.0 

Singapore 

59.9 

75.6 

69.2 

79.6 

Thailand 

67.7 

67.8 

64.4 

70.1 

Source:    Pacific  Economic  Cooperation  Council,  Pacific  Economic  Outlook,  1995-1996. 
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As  shown  in  Table  2,  intra- regional  trade 
of  Asia  Pacific  economies  ranged  form 
about  50  per  cent  in  the  case  of  Chile  and 
Colombia  to  about  90  per  cent  in  the  case  of 
Brunei.  Even  if  intra-regional  trade  con- 
tinues to  grow,  it  is  far  from  certain  whether 
intra- regional  trade  can  compensate  for 
global  trade. 

Increased  intra-regional  trade  and  invest- 
ment in  the  Asia  Pacific  are  a  manifestation 
of  market- driven  integration  which  has  been 
promoted  through  restructuring  and  eco- 
nomic reform  pohcies  that  have  been 
adopted  by  many  East  Asian  economies  and 
the  globalisation  strategy  of  corporations  in 
the  region. 

Intra-regional  trade  in  the  Asia  Pacific  is 
now  dominated  by  trade  between  East  Asia 
and  North  America  although  intra-East 
Asian  trade  has  increased  significantly.  Dur- 
ing the  past  decade.  East  Asian  trade  with 
North  America  has  increased  slightly  faster 
than  East  Asian  intra-regional  trade.  In  fact, 
East  Asian  trade  with  the  EU  also  increased 
about  as  fast  as  the  growth  of  East  Asian 
intra-regional  trade.  Thus,  the  increased 
intra-regional  trade  in  East  Asia  appears  to 
result  from  the  high  and  increased  rate  of 
growth  of  East  Asian  trade  in  general. 

A  more  detailed  examination,  which  dis- 
aggregates trade  into  export  and  import 
trade,  shows  that  East  Asia  and  North 
America  exhibit  similar  trends  and  magni- 
tudes in  their  intra-regional  exports.  This 
suggests  that  both  subregion's  reliance  on 
outside  markets  remain  high  (60  per  cent). 
Intra-regional  imports  have  also  increased  in 
East  Asia  and  North  America,  but  the  level 
was  much  higher  in  East  Asia  than  in  North 
America.  This  shows  the  greater  tendency 


for  East  Asia  to  source  its  imports  from 
within  its  own  region.  It  appears  that  this  de- 
velopment has  been  the  result  of  increased 
investment  links  within  East  Asia. 

Indeed,  one  of  the  most  interesting  devel- 
opments that  have  taken  place  in  the  Asia 
Pacific  region,  especially  in  East  Asia,  is  in 
the  field  of  foreign  direct  investment  (FDI). 
Intra-regional  FDI  flows  have  increased 
dramatically  over  the  past  ten  years  or  so. 
For  example,  the  stock  of  FDI  in  the  five 
ASEAN  countries  (excluding  Brunei)  is 
estimated  to  have  increased  by  about  14  per 
cent  annually  since  1980.  The  increase  of  the 
stock  of  FDI  in  China  since  1988  was  even 
higher,  namely  about  25  per  cent  annually. 
.  Since  1980  the  stock  of  FDI  in  developing 
East  Asia  might  have  increased  by  a  total  of 
US$130  billion. 

Japan,  of  course,  was  the  main  source  of 
FDI  to  developing  East  Asia.  Based  on 
Balance- of- payments  data,  the  cumulative 
outward  flows  of  Japanese  FDI  for  the 
period  1985-1992  amounted  to  US$220  bil- 
Hon.  The  main  destination  of  Japanese  FDI 
is  still  the  United  States  but  most  of  it  is  in 
non- manufacturing  activities.  In  contrast, 
most  of  Japan's  FDI  in  East  Asia  is  in  manu- 
facturing. Thus,  of  total  Japan's  manufac- 
turing FDI,  East  Asian  shares  are  consider- 
able. 

Other  traditional  sources,  namely  the 
United  States  and  Europe,  continue  to  be 
important  for  the  East  Asian  region.  In  addi- 
tion, new  sources  have  also  emerged,  and 
they  have  increased  quite  rapidly.  The  stock 
of  FDI  of  the  Asian  NIEs  (newly  industrialis- 
ing economies)  in  East  Asia,  most  in  the 
ASEAN  countries  and  China,  have  increased 
by  about  US$40  billion  in  the  past  decade. 
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This  means  that  about  one- third  of  the  total 
increase  in  the  stock  of  FDI  in  East  Asia 
originated  from  the  Asian  NIEs.  The  other 
interesting  feature  that  has  been  observed  in 
the  region  is  that  of  increased  cross- invest- 
ments. The  stock  of  FDI  from  developing 
East  Asia  in  the  United  States  today  pro- 
bably amount  to  US$10  billion,  most  of 
which  are  of  recent  vintage.  Thus,  the  FDI 
picture  in  the  Asia  Pacific  region  is  charac- 
terised not  only  by  the  dramatic  rise  in  vol- 
ume but  also  by  some  shifts  and  likely  even 
more  significant  shifts  in  the  future,  both  in 
the  destination  of  FDI  flows  and  the  chang- 
ing structure  of  its  sources. 

If  East  Asia  can  maintain  the  momentum 
of  growth  of  intra- regional  investments  in 
particular  and  FDI  in  general,  the  region's 
economic  growth  and  dynamism  can  be  sus- 
tained. There  is  certainly  room  for  more  in- 
vestment from  Europe.  Currently,  only 
about  10  per  cent  of  FDI  in  East  Asia 
originates  from  EU  member  states.  In  the 
1990s,  FDI  flows  from  the  EU  into  East  Asia 
constitute  only  one  per  cent  of  EU's  total 
FDI  annual  flows.  The  strategic  importance 
of  greater  FDI  flows  from  Europe  to  East 
Asia  lies  in  the  fact  that  greater  economic  in- 
teractions could  result  from  this  develop- 
ment as  Europe  could  take  a  part  in  the  eco- 
nomic transformation  and  economic  dynam- 
ism that  occur  in  the  region. 

FDI  flows  in  the  region  have  been  in- 
fluenced by  various  push  and  pull  factors. 
The  first  wave  of  FDI  flows  into  developing 
East  Asia  in  the  1960s  and  early  1970s  was 
motivated  by  protected  local  markets  and 
the  first  major  yen  revaluation.  It  was  mani- 
fested mainly  in  joint  ventures  in  textiles  and 
household  electrical  equipment.  This  was 
followed  by  the  second  wave  in  the  1970s 


that  was  spurred  by  the  region's  bright  pro- 
spects and  the  availability  of  low  cost  capital. 
This  wave  of  investments  included  import 
substitution  projects  in  basic  industries  and 
the  creation  of  American  export  platforms  in 
consumer  electronics  and  semiconductors. 
The  third  wave,  involving  the  relocation  of 
labour  intensive  manufacturing  from  Japan 
and  the  Asian  NIEs  to  ASEAN,  resulted 
essentially  from  the  appreciation  of  the  yen 
and  several  NIEs  currencies  in  the  mid- 
1980s.  This  major  push  coincided  with  a  ma- 
jor pull  that  resulted  from  the  significantly 
improved  investment  climate  in  the  ASEAN 
countries  to  boost  their  exports. 

There  are  many  scenarios  as  to  the 
coming  fourth  wave  of  FDI  flows  into  East 
Asia.  One  scenario  sees  a  massive  foreign 
investment  boom  in  China  with  the  possibil- 
ity of  significant  investment  diversions 
from  other  destinations,  including  ASEAN. 
Another  scenario  suggests  that  the  fourth 
wave  will  be  characterised  not  so  much  by 
the  shift  in  destination  but  by  a  major 
change  in  the  origin  of  FDI  flows  in  the  re- 
gion, namely  the  rise  of  so-called  overseas 
Chinese"  capital  as  manifested  in  FDI  flows 
from  the  Chinese  economies  of  Hong  Kong 
and  Taiwan.  These  flows  may  not  be  di- 
rected only  to  China  but  to  some  significant 
degree  will  also  be  going  to  the  ASEAN 
countries. 

Yet,  another  scenario  postulates  the 
fourth  wave  of  FDI  flows  into  the  region  as 
one  which  originates  primarily  from  Japan, 
resulting  from  the  globalisation  strategies  of 
Japanese  companies  that  would  involve  new, 
cutting- edge  technologies,  such  as  fiber  op- 
tics, where  different  production  activities  on 
the  technological  ascendancy  curve  will  be 
undertaken  outside  Japan.  It  is  likely  that 
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Japan  will  retain  production  activities 
around  so-called  "core"  technologies.  How- 
ever, this  wave  is  distinctly  different  from 
the  relocation  of  industries  following  the  yen 
revaluations. 

As  the  ASEAN  countries  and  China  con- 
tinue to  upgrade  their  level  of  technological 
capabihties  they  will  be  able  to  participate  in 
such  production  networks,  together  with 
other  Asian  NIEs.  This  scenario  sees  a  fur- 
ther consolidation  of  the  East  Asian  regional 
production  network  with  Japan  as  its  core 
and  also  an  elevation  of  this  network  to 
higher  technological  levels,  thus  giving  sup- 
port to  the  "flying  geese"  paradigm. 

It  is  beheved  that  the  globalisation  stra- 
tegies of  Japanese  companies  have  as  their 
objective  the  creation  of  regional  sources  of 
competitive  advantage  that  would  strengthen 
their  position  both  in  the  international  mar- 
ketplace and  at  home.  This  suggests  that  the 
development  and  consolidation  of  regional 
production  networks  by  Japanese  firms  are 
likely  to  continue.  Networking  has  become 
the  name  of  the  game  because  firms  now 
operate  in  a  more  competitive  and  uncertain 
environment.  There  are  a  number  of  possible 
implications  of  this  trend. 

There  are  views  suggesting  the  emergence 
of  two  major  production  and  business  net- 
works in  the  region.  One  is  a  Japanese  net- 
work, and  the  other  a  Chinese  network,  the 
latter  referring  to  cross-border  production 
and  business  linkages  among  "overseas" 
Chinese  capita  and  mainland  China.  While 
the  Japanese  network  can  be  seen  as  being 
based  on  technology,  it  is  more  difficult  to 
define  the  basis  of  a  Chinese  network:  is  it 
cultural  or  particular  kinds  of  financial  re- 
lations? There  are  no  reasons  to  predict  that, 
if  indeed  such  network  exist,  they  are  bound 
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to  collide  with  each  other.  Perhaps,  what 
may  emerge  are  two  layers  of  regional  pro- 
duction networks,  with  that  of  Japan  having 
a  higher  technological  content. 

What  about  US  participation  in  East 
Asian  production  activities?  The  stock  of  US 
investments  in  East  Asia  is  currently  about 
half  the  accumulated  value  of  Japan's  FDI 
in  East  Asia,  although  a  decade  ago  they 
were  about  the  same  order  of  magnitude. 
However,  the  share  of  manufacturing  in  US 
FDI  in  the  Asia  Pacific  region  has  increased. 
For  example,  the  share  of  manufacturing  in 
US  FDI  in  Malaysia  increase  from  17  per 
cent  in  1977  to  about  60  per  cent  in  1990. 
This  suggests  that  US  FDI  also  contributes 
to  the  emerging  new  patterns  of  comparative 
advantage  in  the  Asia  Pacific  region,  al- 
though its  involvement  is  far  less  intense 
than  that  of  the  East  Asian  countries. 

As  is  also  valid  for  the  EU,  it  has  been 
suggested  that  the  United  States  can  greatly 
enhance  the  international  competitiveness  of 
its  industries  by  integrating  more  deeply  its 
production  activities  with  those  of  East  Asia. 
However,  the  increased  economic  interde- 
pendence between  the  United  States  and 
Japan,  for  instance,  is  seen  by  some  as  a 
threat  to  the  American  economy.  In  the 
post-Cold  War  era  the  United  States  seems 
to  be  less  wiUing  to  bear  the  adjustment  costs 
that  are  being  incurred  by  East  Asian  in- 
dustrialisation.  Meanwhile,  trans-Pacific 
economic  tensions  can  have  significant 
security  implications  for  the  region. 


The  New  Regionalism  and  ASEAN's 
Concentric  Circles  of  Cooperation 

The  question  of  whether  economic  integ- 
ration and  interdependence  in  the  Asia  Pa- 
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cific  region  enhance  or  impair  regional 
security  remains  to  be  asked  because  analyses 
on  the  links  between  economic  and  security 
have  produced  inconclusive  results. 

On  the  one  hand,  it  can  be  argued  that 
economic  interdependence  and  integration  in 
the  region  contribute  to  economic  growth 
and  development  of  regional  countries  and 
to  the  economic  dynamism  of  the  region  as  a 
whole.  As  people's  well-being  in  the  region 
increases  the  region  become  more  stable;  this 
in  turn  improves  the  region's  security.  This 
view  points  to  a  "virtuous  circle"  of  na- 
tional economic  development,  regional  eco- 
nomic integration  and  enhanced  security  in- 
the  Asia  Pacific  region. 

On  the  other  hand,  the  dynamic  changes 
in  comparative  advantage  that  result  from 
increased  economic  integration  could  cause 
political  frictions  to  arise  among  regional 
countries,  especially  when  national  eco- 
nomies fail  to  undertake  the  necessary  ad- 
justments domestically.  In  addition,  the 
greater  sensitivity  of  national  economies  to 
external  developments  could  result  in 
heightened  competition  between  increased 
cross-border  economic  integration  in  the 
region  and  national  political  sovereignty  that 
could  threaten  regional  stability  and  secur- 
ity. 

It  now  appears  to  be  well  understood  that 
the  uncertainty  in  the  linkage  between  eco- 
nomic interdependence  and  security  requires 
a  regional  response  in  developing  common 
approaches  to  "organise"  the  region.  This 
coincides  with  the  rise  of  economic  regional- 
ism globally.  How  should  countries  in  the 
Asia  Pacific  region  respond  to  this  chal- 
lenge? 


In  1992  ASEAN  leaders  began  to  realise 
that  their  economies  are  rapidly  involved  in 
market- driven  processes  towards  regional 
and  international  economic  integration. 
Rather  than  each  country  going  its  own  way, 
they  thought  that  by  joining  forces  they 
could  enhance  their  collective  position  and 
increase  the  gains  from  integration  in  the 
world  economy.  In  addition,  they  believe 
that  governments  can  facilitate  this  market- 
driven  integration. 

This  realisation  led  to  the  decision  to 
form  an  ASEAN  Free  Trade  Area  (AFTA). 
ASEAN  governments  also  realised  that  im- 
proving and  strengthening  intra-ASEAN 
economic  cooperation  have  become  im- 
perative for  the  viability  and  relevance  of 
ASEAN.  It  was  felt  that  closer  economic 
cooperation  has  become  more  feasible  due  to 
the  changing  nature  of  the  ASEAN  eco- 
nomies. The  external  shocks  in  the  1980s 
have  led  the  ASEAN  countries  to  undertake 
adjustments  by  adopting  outward  oriented 
strategies  and  unilateral  liberalisation. 

In  essence  AFTA  is  primarily  aimed  at 
enhancing  ASEAN' s  attractiveness  as  an  in- 
vestment location  and  market.  It  can  also  be 
seen  as  a  training  ground  for  the  ASEAN 
members  in  their  efforts  to  integrate  more 
fully  into  the  world  economy.  However,  AF- 
TA's  scope  is  much  more  Umited  than  that 
of  other  recent  regional  cooperation  initia- 
tives such  as  NAFTA  (North  American  Free 
Trade  Agreement).  Some  have  even  argued 
that  the  AFTA  scheme  is  rather  archaic  in 
nature  and  that  the  15  year  period  for  its 
completion  is  far  too  long.  In  1995  ASEAN 
leaders  endorsed  the  proposal  to  accelerate 
AFTA's  completion  to  2003  instead  of  2008. 
In  addition,  ASEAN  has  also  embarked  on 
new  areas  of  economic  cooperation  beyond 
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tariff-cutting  which  include  harmonisation 
of  investment  policies  and  improving 
poHcies  on  the  protection  of  intellectual  pro- 
perty rights. 

AFTA  is  but  one  of  a  number  of  ini- 
tiatives that  are  currently  being  promoted 
by  ASEAN  governments.  Other  initiatives 
are  seen  as  complementary  because  ASEAN 
is  both  too  small  and  too  big.  On  the  one 
hand,  ASEAN  is  considered  too  big  in 
the  sense  that  despite  restructuring  of  each 
of  the  ASEAN  economies  they  are  still 
diverse  and  at  different  levels  of  develop- 
ment and  thus,  integration  among  all  its 
members  tends  to  be  shallow.  Thus,  to  make 
economic  cooperation  meaningful,  ASEAN 
has  adopted  the  so-called  "six  minus  X" 
principle  through  which  less  than  all  mem- 
bers can  undertake  an  ASEAN  cooperation 
project.  An  example  of  this  is  the  develop- 
ment of  the  SIJORI  growth  triangle  involv- 
ing Singapore,  Johor  in  Malaysia,  and  Riau 
in  Indonesia. 

On  the  other  hand,  it  is  often  felt  that 
ASEAN  is  too  small  to  be  effective  in  its  ex- 
ternal economic  diplomacy  given  the  uncer- 
tainties in  the  world  economy.  To  increase 
its  effectiveness,  ASEAN  sees  the  need  to  be 
part  of  larger  groupings  in  the  Asia  Pacific 
region  such  as  APEC  and  the  proposed 
EAEC  (East  Asian  Economic  Caucus). 

The  different  economic  cooperation 
schemes  that  ASEAN  is  engaged  in  form  a 
kind  of  "concentric  circles  of  cooperation", 
each  of  which  are  to  be  consistent  with  the 
further  enhancement  of  the  GATT- based 
multilateral  trading  system.  As  distinct  from 
APEC  and  the  SIJORI  scheme,  AFTA  is  a 
departure  from  the  basic  non- discriminatory 
principle  of  the  GATT,  but  is  sanctioned 
under  Article  XXIV  of  GATT. 
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Although  AFTA  is  a  preferential  ar- 
rangement among  its  members,  the  ASEAN 
countries  reahse  that  AFTA  should  be  out- 
ward oriented.  The  different  schemes  of 
ASEAN  intra-  and  extra-regional  coopera- 
tion should  ideally  reinforce  each  other.  In- 
deed, a  balance  of  attention  to  developing 
intra-  and  extra- regional  Unks  should  be 
maintained  because  excessive  preoccupation 
with  facilitating  intra-regional  economic 
hnks  tends  to  divert  attention  away  from  the 
important  objective  of  global  trade  liberali- 
sation. In  view  of  its  trade  with  the  rest  of 
the  world,  ASEAN  should  seek  ways  to  sus- 
tain and  enhance  its  trade  and  other  eco- 
nomic links  with  all  its  trading  partners. 

Each   of  the   different   schemes  of 
ASEAN' s    extra- regional  cooperation, 
APEC  and  EAEC,  is  an  insurance  policy  for 
ASEAN;  it  is  an  insurance  policy  against  the 
uncertain  development  in  the  world  eco- 
nomy. Indeed,  uncertainty  appears  to  be  the 
driving  force  behind  many  forms  of  regional 
cooperation  that  are  currently  being  pro- 
posed, including  ARF  (ASEAN  Regional 
Forum)  in  the  politico- security  field.  A  "new 
regionalism"  is  emerging  in  the  Asia  Pacific 
region.  One  important  characteristic  of  this 
new  regionalism,  which  is  clearly  spelled  out 
in  the  politico- security  realm,  is  the  principle 
of  inclusiveness,  namely  the  inclusion  of  the 
very  sources  of  uncertainty  (or  potential 
threat)  themselves  in  the  regional  arrange- 
ment concerned.  This  characteristic  should 
also  be  adopted  in  the  economic  field  as  it 
provides  the  underlying  logic  for  the  strategy 
of  concentric  circles  of  cooperation  that  is 
being  pursued  by  ASEAN. 

The  ASEAN  region  as  a  whole  has  seen 
an  upsurge  of  foreign  direct  investment 
(FDI)  since  the  mid-1980s.  A  large  propor- 
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tion  of  these  investments  are  export  oriented 
and  are  due  to  relocations  from  Japan  and 
the  East  Asian  NIEs  (newly  industrialising 
economies).  Japanese  investments  into 
ASEAN  have  increased  substantially, 
primarily  due  to  "yendaka",  the  apprecia- 
tion of  the  yen.  These  investments,  parti- 
cularly in  the  machinery  sectors,  have  in- 
creased ASEAN' s  integration  in  the  emerg- 
ing East  Asian  production  network.  There- 
fore it  is  in  ASEAN' s  interest  to  maintain  its 
attractiveness  to  FDI. 

Studies  have  shown  that  the  pattern  of 
intra- ASEAN  trade  will  not  be  significantly 
altered  by  the  introduction  of  AFTA  and 
that  ASEAN' s  trade  will  continue  to  be  di- 
rected to  Japan  and  the  East  Asian  NIEs, 
North  America  and  Europe.  Thus,  by 
necessity  AFTA  will  have  to  be  outward 
oriented.  AFTA  can  contribute  to  increasing 
economic  efficiency  in  the  region  through 
the  reduction  of  trade  barriers  among  the 
regional  countries.  However,  tariff  cutting 
alone  will  not  be  sufficient  and  other  impe- 
diments to  economic  transactions  must  be 
tackled  rather  soon. 

m  addition  to  ASEAN  and  AFTA,  there 
is  APEC.  APEC  is  still  in  its  infancy  as  it  is 
less  than  five  years  old.  It  is  also  not  im- 
mediately obvious  from  its  name  what 
APEC  is  supposed  to  be.  When  it  came  into 
being  in  November  1989  it  was  proclaimed  as 
an  "informal  inter- governmental  process" 
to  promote  economic  cooperation  in  the 
Asia  Pacific  region.  APEC  is  a  major  experi- 
ment in  regional  institution  building  involv- 
ing such  diverse  countries  and  economies. 

The  ASEAN  countries  have  been 
cautious  about  the  institutionalisation  of 
APEC.  There  was  the  concern  that  the  vast 


disparities  in  income,  technology  and  skill 
level  among  the  APEC  economies  could  lead 
to  asymmetrical  dependence,  heightened  ten- 
sion and  North- South  polarisation  within 
APEC.  ASEAN' s  fears  of  dilution  in  a  wider 
regional  organisation  and  the  concern  of  be- 
ing dominated  and  overshadowed  by  the 
much  larger  economies  have  led  to  the  in- 
sistence on  the  informal  arrangements  and 
non- institutionalisation  of  APEC. 

Nonetheless,  ASEAN  does  recognise  the 
importance  of  APEC  in  ASEAN' s  interna- 
tional economic  and  trade  diplomacy.  Fur- 
thermore, even  though  APEC  remains  es- 
sentially a  consultative  forum  there  is  ample 
room  for  developing  regional  economic  co- 
operation activities.  Thus,  despite  the  rhe- 
torics, ASEAN  is  sufficiently  pragmatic  to 
accept  a  gradual  institutionalisation  of 
APEC.  As  stated  by  the  Indonesian  Foreign 
Minister,  Ali  Alatas,  APEC  should  become 
an  organisation  with  a  secretariat  and  a 
codified  set  of  rules  and  procedures  in  a 
gradual  way  Uke  ASEAN. 

APEC  already  has  a  secretariat.  The  an- 
nual ministerial  meetings  are  being  prepared 
by  a  series  of  senior  officials  meetings.  In 
1993  APEC  leaders  met  for  the  first  time  and 
this  year  there  will  also  be  another  APEC 
leaders  meeting.  This  structure  of  coopera- 
tion is  producing  initiatives  and  APEC  has  a 
rich  agenda.  Each  year,  the  host  of  the 
ministerial  meeting  provides  leadership.  As 
such  it  can  project  its  interest  and  vision  of 
APEC  into  the  process.  For  instance,  Indo- 
nesia as  the  1994  chair  of  APEC  emphasises 
on  the  need  to  promote  developmental 
issues,  such  as  human  resources  develop- 
ment, infrastructure,  cooperation  among 
SMEs  (small  and  medium  enterprises),  that 
would  help  raise  the  level  of  readiness  on  the 
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part  of  the  developing  members  of  APEC  to 
engage  in  a  number  of  regional  trade  in- 
itiatives. 

APEC  has  begun  to  formulate  a  non- 
discriminatory trade  liberahsation  agenda 
which  would  focus  on,  among  other  things: 
(a)  an  enhanced  exchange  of  information 
about  trading  patterns;  (b)  increased  trans- 
parency of  trade  and  investment  policies;  (c) 
reducing  uncertainty  involved  in  interna- 
tional transactions;  (d)  harmonisation  or 
mutual  recognition  of  policies,  regulations 
and  standards;  (e)  non- discriminatory  lower- 
ing of  tariffs  or  barriers  to  labour  and 
capital  movement.  This  agenda  could  accel- 
erate the  beneficial  process  of  market- driven 
integration  in  the  Asia  Pacific  region. 

Is  there  need  for  an  East  Asian  caucus  in 
APEC?  This  is  what  EAEC  is  now  supposed 
to  be.  It  is  a  modification  of  the  idea  of  an 
East  Asian  Economic  Group  (EAEG)  which 
was  proposed  by  Prime  Minister  Mahathir 
of  Malaysia.  ASEAN  has  agreed  to  form 
EAEC  but  its  realisation  is  not  immediately 
in  sight. 

From  ASEAN' s  point  of  view,  EAEC  is 
also  seen  as  an  important  insurance  policy 
because  even  though  the  Uruguay  Round  has 
been  completed  successfully  there  remains 
some  uncertainty  with  regard  to  US  trade 
policy  and  the  development  of  NAFTA.  The 
late  Okita  Saburo  argued  that  an  EAEC 
could  help  define  US  relations  with  the 
whole  of  East  Asia  ~  like  its  relations  with 
the  European  Union  ~  as  relations  between 
equals. 

For  ASEAN  and  other  East  Asian  coun- 
tries, an  economic  partnership  with  Europe 
is  increasingly  seen  as  equally  strategic  as 


APEC.  Perhaps,  a  de-facto  EAEC  is  emerg- 
ing as  Asia  develops  its  relations  with 
Europe  through  the  ASEM  process.  This 
would  certainly  strengthen  the  relationship. 
From  ASEAN' s  perspective,  then,  Asia- 
Europe  relations  -  in  what  ever  form  this 
may  finally  take  -  constitute  another  impor- 
tant circle  in  its  strategy  of  concentric  circles 
of  cooperation. 


Asia-Europe  Political-Security  Co- 
operation 

Economic  cooperation  is  clearly  the  most 
immediate  factor  in  forging  closer  coopera- 
tion between  Asia  and  Europe.  However, 
political- security  cooperation  should  be 
deemed  unimportant.  After  all  the  world  is 
one  and  peace  is  indivisible,  and  the  eco- 
nomic globalisation  as  well  as  advancement 
of  technologies  in  transportation  and  infor- 
mation have  brought  about  a  much  closer 
relations  between  distant  places  and  dif- 
ferent parts  of  the  world.  This  argument  has 
been  ASEAN' s  justification  to  bring  the  EU 
into  the  ARF. 

Political-security  cooperation  between 
Asia  and  Europe  could  develop  at  two  levels, 
the  global  level  and  the  regional  level, 
although  there  is  no  real  divide  between  the 
two,  as  they  are  so  intertwined  in  many  in- 
stances. 


The  Global  Level 

First  and  foremost  both  sides  need  to 
come  up  with  a  formulation  of  a  new  world 
order.  Following  the  end  of  the  Cold  War, 
there  is  great  need  to  do  so,  because  changes 
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have  happened  in  all  fields:  economic,  polit- 
ical, social  and  security.  These  changes  not 
only  affect  all  aspects  of  life  but  they  are  tak- 
ing place  in  a  rapid  fashion.  The  formulation 
of  a  new  global  order  has  lagged  behind. 
This  is,  indeed,  a  long-term  effort  that  has  to 
involve  all  countries  and  societies,  because 
they  all  are  undergoing  those  dramatic 
changes  and  they  all  will  be  affected  by  the 
new  rules  that  will  emerge  in  the  future. 

Some  of  the  new  trends  that  have  to  be 
incorporated  into  the  new  system  of  global 
and  regional  governance  are:  first,  the  con- 
tradiction between  the  globalisation  of  the 
economy,  communication  and  information 
technology  and  the  pressures  to  the  nation 
states  resulting  from  ethnic  and  religious 
division.  Second,  the  idea  of  absolute 
sovereignty  of  nation-states  and  the  new 
concept  of  intervention  by  others  because 
states  alone  are  ~  no  longer  the  only  actors 
in  international  relations. 

Until  today,  this  right  of  intervention  has 
not  been  fully  recognised  or  regularised  by 
the  international  community.  That  is  why 
the  right  of  intervention  into  each  other's 
domestic  affairs  is  usually  seen  by  develop- 
ing nations  as  an  act  of  neo- colonialism  by 
the  developed  countries.  This  gives  the  more 
reason  why  this  issue  needs  further  elabora- 
tion by  the  two  groups  of  countries  through 
collaboration  efforts.  This  already  has  be- 
come a  new  source  of  tension  between  them. 
It  also  hampers  the  efforts  towards  the  crea- 
tion of  a  new  global  order.  Unilateral. inter- 
vention by  developed  countries  in  relation  to 
violations  of  human  rights  by  developing  na- 
tions has  been  rejected  for  the  same  reasons, 
and  the  double  standard  applied  has  often 
made  it  a  mockery. 
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The  international  community  should  ac- 
cept the  universaHty  of  human  rights  that  are 
based  on  humanity  and  humanitarian  prin- 
ciples. This  is  especially  true  in  the  case  of 
so-called  non-derogable  rights  such  as  the 
rights  to  hve,  against  torture  and  slavery, 
rule  of  law,  basic  human  needs,  freedom  of 
thoughts  and  religion.  It  could  be  argued 
that  some  civil  political  rights,  which  have 
been  strongly  influenced  by  history  and 
stages  of  development,  could  be  considered 
more  relative.  Here,  a  step  by  step  im- 
plementation should  be  acceptable. 

It  is  in  particular  in  cases  of  gross  viola- 
tions of  non-derogable  rights  that  should  be 
condemned  by  the  international  communi- 
ty. However,  the  kind  of  sanctions  that 
could  be  applied  have  also  not  been  speci- 
fied. Also,  the  question  is  who  has  the 
authority  to  decide  on  behalf  of  the  interna- 
tional community.  Is  it  the  UN  Commission 
of  Human  Rights?  And,  what  criteria  should 
be  used?  Bilateral  or  unilateral  actions  could 
be  considered  but  it  is  questionable  what 
sanctions  can  be  applied,  except  for  the  use 
of  diplomatic  demarches. 

Since  economic  rights  are  now  very  much 
part  of  human  rights,  economic  sanction 
could  be  very  counter  productive  and  should 
be  used  only  in  very  specific  circumstances 
where  they  are  not  going  to  hurt  other  rights. 

It  is  important  that  in  the  implementa- 
tion of  human  rights  there  are  agreed  prin- 
ciples for  otherwise  governments  can  reject 
any  intervention,  based  on  the  argument  that 
such  intervention  is  politically  motivated,  ar- 
bitrarily and  applied  inconsistently  (double 
standards). 

That  is  why  a  multilateral  approach,  with 
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the  cooperation  of  developing  nations  is  so 
important.  Unilateral  approaches  should  be 
prevented  as  much  as  possible  and  be  used 
only  as  a  last  resort.  In  order  for  the  multi- 
lateral approach  to  be  effective,  the  prin- 
ciples for  intervention  should  be  clearly  de- 
fined and  the  authority  of  a  UN  body  to  im- 
plement them  should  be  non-disputable. 

The  debate  on  human  rights  and  its  im- 
plementation is  essentially  a  political  debate, 
and  differences  of  history,  stages  of  develop- 
ment and  culture  could  be  used  as  a  rationale 
to  resist  or  reject  intervention  by  others.  The 
main  challenge  is  how  to  make  the  exper- 
iences of  western  countries  against  tyrannies 
and  oppressions  in  the  last  200  years  or  so 
also  relevant  for  non-western  countries  who 
have  established  their  nationhood  only  after 
World  War  II.  These  experiences  are  real 
and  are  for  the  good  of  mankind  as  a  whole. 

Developing  countries  should  not  worry 
so  much  about  interventions  from  outside 
powers.  Rather  it  should  be  able  to  manage 
the  developments  and  pressures  originating 
from  within  their  own  societies:  the  emerg- 
ing middle  class,  younger  generations. 
NGOs,  etc.  These  emerging  groups  in  the  so- 
ciety demand  for  a  limitation  and  control  of 
state  power  and  the  creation  of  a  civil  society 
as  a  prerequisite  for  a  real  democracy  to  de- 
velop. 

Democracies  are  basically  a  matter  of 
form  and  procedures,  and  not  of  content. 
While  it  is  fashionable  to  discuss  clashes  of 
civilisations,  it  is  more  stages  of  economic 
developments  that  really  distinguish  the  de- 
veloped "western"  societies  from  the  devel- 
oping "eastern"  societies.  It  was  the  "in- 
dustrial revolution"  that  to  a  large  extent 
has  made  the  "western"  developed  societies 
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much  more  individualistic  and,  paired  with 
the  welfare  state,  has  resulted  in  the  excesses 
of  individuahsm. 

On  the  other  hand,  the  "eastern"  so- 
cieties has  prevented  the  extreme  expressions 
of  individualism  to  a  certain  extent  through 
social  engineering,  especially  through  edu- 
cation and  government  policies  on  welfare. 
However,  basic  freedom  of  the  individual 
has  to  be  accepted  for  a  democracy  to  de- 
velop and  as  well  as  for  an  advanced  eco- 
nomy to  be  established  because  individual 
freedom  is  a  prerequisite  for  creativity  and 
productivity. 

Developing  societies  in  East  Asia  today 
try  to  achieve  this  through  maintaining  the 
basic  values  of  communalism  and  at  the 
same  time  modernisation  of  their  politics 
and  economics.  This  will  inevitably  bring  out 
individualism,  but  desirably  without  the  ex- 
tremism that  goes  with  it  in  the  West,  which 
has  the  potential  to  damage  the  foundation 
of  the  society  as  a  whole. 

The  advanced  countries  in  the  West  do 
recognise  the  extremism  that  has  crept  into 
their  societal  developments  which  has  begun 
to  weakfen  their  societies.  Whether  they  have 
the  political  leadership  to  convince  the  public 
to  correct  these  extreme  policies  is  somewhat 
questionable.  Seen  from  a  developing  na- 
tion's perspective  some  convergence  appears 
to  be  happening  now  in  both  societies,  devel- 
oping or  developed,  and  hopefully  some  bal- 
ance will  be  achieved  by  both  societies. 

Differences  in  socio-political  and  eco- 
nomic developments  are  certainly  no  cause 
for  a  clash  of  civilisations.  Often  times, 
cultural  values  are  used  simply  as  a  rationale 
for  not  doing  certain  things.  Discussions  of 
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different  cultures  and  civilisations  or  values 
are  fine  and  could  be  useful  to  enhancing 
mutual  understanding  but  they  should  not  be 
seen  as  the  defining  factor  in  international 
relations  and  cooperation. 

Some  differences  do  indeed  exist  between 
East  and  West,  especially  as  the  East  stresses 
on  communal  aspect  while  the  West  stresses 
on  the  individual.  Also,  there  are  clear  dif- 
ferences in  habit  and  practices,  such  as  the 
informal  and  personal  vs.  the  formal  and 
legal  approaches  in  defining  relations.  How- 
ever, it  should  be  recognised  that  these  are 
values  that  are  also  changing. 

Other  concrete  cooperation  should  be 
taken,  by  Europe  and  Asia.  These  include: 
(a)  the  reformation  of  the  UN  and  its  struc- 
ture, bodies  and  administration  (inch 
budget).  The  UN  should  be  made  more  re- 
levant to  the  needs  of  the  time  and  more  de- 
mocratic as  well;  (b)  peace- keeping,  which  is 
one  area  where  cooperation  can  be  effective 
since  both  sides  have  had  some  good  exper- 
ience; (c)  non-proliferation  in  the  global  and 
regional  context  of  weapons  of  mass- destruc- 
tion (nuclear,  chemical  and  biological),  as 
well  as  on  the  registration  of  conventional 
arms  acquisition  (UNROQ,  the  finalisation 
of  Comprehensive  Test  Ban  Treaty  (CTBT) 
in  1996  and  the  support  for  regional  ap- 
proaches to  be  Non-Proliferation  Treaty 
(NPT)  regime,  esp.  Southeast  Asian  Nuclear 
Weapons  Free  Zone  (SEANWFZ);  (d) 
strengthening  of  the  UN  collective  security 
system  through  regional  security  processes 
and  mechanism,  such  as  ARF  and  the  Or- 
ganisation for  Security  and  Cooperation  in 
Europe  (OSCE);  (e)  cooperation  on  the  new 
issues  of  security,  which  are  becoming  more 
and  more  urgent,  namely  environmental  de- 
gradation,  international  terrorism,  illicit 


drug-trafficking  and  other  criminalities 
(incl.  money  laundering),  refugees  and  il- 
legal migration. 

At  the  global  level,  the  UN  capacity  to  in- 
clude international  economic  relations, 
which  is  mainly  how  to  get  the  developing 
world  to  participate  in  the  world  economy,  is 
important  for  world  peace  and  stability^ 
Sub-Saharan  Africa  needs  special  world  at- 
tention due  to  its  debt  problems  and  the 
limited  infrastructure  and  resources  (incl. 
human)  they  have.  Europe- Asia  cooperation 
can  play  some  role  here.  While  the  market 
can  solve  many  problems  of  the  world  eco- 
nomy, the  special  need  for  aid  and  assistance 
in  such  special  cases  as  Sub-Saharan  Africa 
should  be  recognised.  The  objective  is  clear, 
namely  to  create  more  social  justice  in  the 
new  world  order.  It  should  also  be  recog- 
nised that  regional  approaches  can  help 
problems  in  the  economic  relations  and  co- 
operation between  the  developed  and  devel- 
oping part  of  the  world,  such  as  in  the  case 
of  APEC.  Therefore,  proposals  and  ideas  to 
create  a  larger  cooperative  region  between 
the  EU,  the  Baltic,  Central  Europe,  the  Bal- 
kans and  the  Middle  East  do  make  sense, 
although  a  step  by  step  approach  is  vital  to 
its  success.  In  the  developing  world,  there  is 
no  stronger  legitimacy  for  governments  than 
to  have  a  dynamic  and  growing  economies 
that  dehver  the  goods  to  the  peoples  at  large. 

There  are  two  other  issues  for  Europe 
and  Asia  which  have  both  a  global  aspect 
and  a  regional  one.  First  is  how  the  world 
and  the  two  regions  should  relate  to  the  ma- 
jor powers.  There  are  four  countries  that  are 
considered  as  both  a  major  power  at  the 
global  and  regional  level  although  for  dif- 
ferent reasons,  and  at  different  levels  of 
influence.  These  are  the  US,  Russia,  Japan 
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and  China.  The  US  is  the  only  global  super- 
power in  every  sense  of  the  word.  Even 
in  values  and  cultural  aspect  the  US  has  a 
global  influence.  Both  Europe  and  Asia  have 
to  deal  with  the  unilateralist  tendencies  of 
the  US  in  her  policies  as  well  as  the  isolation- 
ist feelings  in  some  parts  or  segments  of  the 
American  society. 

That  is  why  Europe  and  Asia,  which  seek 
a  US  leadership  and  presence  in  their  regions 
has  to  cooperate  on  this.  They  have  to  get 
the  US  involved,  and  they  have  to  give  her  a 
leadership  role.  This  role  might  be  different 
in  nature,  depending  on  the  situation  faced 
in  each  region.  What  is  important  to  recog- 
nise is  that  burdensharing  by  her  allies  and 
friends  are  vital  to  convince  the  US  public 
opinion  about  the  need  for  a  US  involve- 
ment. This  is  critical,  because  there  is  no 
longer  the  threat  of  an  "evil  empire"  as  dur- 
ing the  Cold  War.  This  burdensharing  is 
crucial  in  the  security  field,  but  is  also  im- 
portant in  the  economic  field.  On  the  latter, 
a  level  playing  field  by  US  business  is  impor- 
tant for  US  economic  involvement,  a  sense 
of  which  in  the  end  is  a  guarantee  for  her 
political  security  involvement  in  both  re- 
gions, but  especially  in  East  Asia. 

In  East  Asia  the  US- Japan  alliance  has  to 
be  reformulated  to  reflect  an  adequate  bur- 
densharing in  expenses,  in  UN  peace- keeping 
efforts  and  other  US  initiated  actions,  such 
as  in  dealing  with  North  Korea  (e.g.  KEDO). 
In  Europe,  a  revitalisation  of  NATO  is  im- 
portant, so  is  a  resolution  of  the  Balkan 
crisis.  But  most  important  is  how  Europe 
will  deal  with  Russia  in  the  future  and  on  the 
enlargement  idea  of  NATO  to  include  Cen- 
tral Europe. 

In  this  context,  APEC's  success  is  impor- 


tant not  only  for  the  maintenance  of  eco- 
nomic growth  and  dynamism  in  the  Asia 
Pacific  region,  but  also  for  regional  peace 
and  stability  because  it  is  a  vehicle  for  a  US 
presence  in  the  region  in  the  longer  term.  It  is 
equally  important  to  keep  the  US- Japan 
alliance  in  tack. 

The  new  agreement  between  the  US  and 
EU  on  a  set  of  cooperation  in  the  political, 
security  and  economic  field  signed  in  Madrid 
is  for  the  same  reason  important  to  keep  the 
US  engaged  in  Europe  in  the  longer  term. 

Russia  is  important  for  both  regions,  be- 
cause she  is  a  powerful  nuclear  power  that 
straddles  both  parts  of  the  Eurasian  conti- 
nent. She  is  vital  for  non  proliferation  pur- 
pose, and  in  the  longer  term  she  will  become 
important  again  for  the  whole  world,  parti- 
cularly for  Asia  and  Europe,  in  every  aspect. 
That  is  why  it  is  important  to  get  her  engaged 
although  she  might  have  limitations  in  her 
economic  capabilities. 

Japan  is  an  economic  superpower  global- 
ly, despite  some  of  the  weaknesses  shown  in 
the  last  five  years  in  her  domestic  economy. 
She  is  weak  politically  as  a  result  of  changes 
in  her  body  politic  that  are  far  from  com- 
pleted. But  it  could  be  expected  that  she  is 
going  to  play  a  larger  political  role  in  the 
future,  including  even  a  certain  security  role 
if  she  becomes  a  "normal"  country  in  the 
Ozawa  sense. 

Japan  is  nonetheless,  a  global  economic 
power,  and  regionally  she  is  now  showing  a 
willingness  to  take  up  a  larger  political  role, 
mainly  through  her  economic  role,  but  also 
by  actively  engaging  itself  in  efforts  to 
establish  regional  processes  and  mechanism 
for  CBM  (Confidence  Building  Measure), 
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preventive  diplomacy  and  conflict  resolu- 
tion, such  as  the  ARF  and  non  governmental 
CSCAP  (Council  for  Security  Cooperation 
in  the  Asia  Pacific)  which  is  a  "sound  track" 
effort  for  keeping  peace  and  stability  in  the 
region.  She  also  is  now  very  active  in  peace- 
keeping, KEDO,  the  prospective  Mekong 
Delta  project,  and  the  idea  of  establishing  a 
one  South  East  Asia  involving  all  ten  sub- 
regional  countries.  In  the  political  field  she 
should  have  a  role  to  play  in  tandem  with  the 
US  in  formulating  and  keeping  an  interna- 
tional order  in  the  various  parts  of  the 
world,  especially  through  her  economic 
might,  but  certainly  not  only  in  that  field. 

In  some  ways  Japan  is  behind  in  her 
security  role  and  such  a  role  in  the  future 
within  the  US- Japan  alliance  and  the  UN 
collective  security  system  should  be  wel- 
comed. To  chart  a  security  role  for  Japan 
would  require  a  lot  of  consultations  and  co- 
operation within  the  region,  especially  with 
ASEAN  that  welcomes  a  Japanese  security 
role  within  the  context  of  the  US- Japan 
alliance  and  the  UN  system,  but  also  with  the 
two  Koreas  and  China,  that  still  need  to  be 
convinced.  First  and  foremost,  however,  it  is 
necessary  that  her  domestic  debate  on  her 
future  security  role  as  well  as  coming  to 
terms  with  her  historical  excesses  and  crim- 
inalities during  World  War  II  become  more 
open  and  consistent,  in  order  to  be  credible 
and  acceptable,  especially  to  the  North  East 
Asians. 

To  keep  the  US-Japan  alliance  relevant 
and  credible  is  another  effort  that  the 
Japanese  have  to  undertake  in  order  to  make 
her  security  role  acceptable  to  others  in  the 
region.  Another  effort  is  to  establish  special 
relations  and  consultations  with  ASEAN  to 
guide  and  to  make  her  security  role  in  the 
future  acceptable  to  the  region. 


Europe's  role  here  is  not  only  economic, 
namely  to  stabilise  relations  with  Japan 
through  the  multinational  frame  work  such 
as  the  WTO  as  well  as  bilaterally,  but  also  to 
encourage  Japan  to  play  a  more  active  role 
politically  in  the  world  (the  UN  system)  and 
in  Europe,  such  as  by  providing  assistance  to 
Central  Europe,  the  Balkan  and  Russia. 

Most  important,  but  also  most  uncertain, 
is  the  future  role  of  China  in  the  region  and 
in  the  world.  This  is  mainly  due  to  the  fact 
that  she  is  an  emerging  great  power  that  is 
still  looking  for  a  legitimate,  appropriate 
and  acceptable  role.  She  has  just  begun  to 
open  up  only  in  1979  after  a  series  of  revolu- 
tions that  have  isolated  her  for  over  three 
quarters  of  the  20th  century.  The  Tiananmen 
Affair  in  1989  was  a  serious  set-back  from 
which  she  has  not  totally  recovered.  She  is 
also  undergoing  fundamental  changes  eco- 
nomically due  to  the  success  of  her  modern- 
isation programs  but  is  still  in  the  process  of 
a  precarious  change  in  political  leadership. 

By  now  China  has  established  an  eco- 
nomic basis  which  enables  her  to  sustain  a 
greater  pohtical  and  security  role  in  the 
future.  The  directory,  however,  is  far  from 
clear.  Therefore,  a  certain  patience  is  needed 
in  dealing  with  China.  In  addition,  a  lot  of 
"education"  is  needed  to  bring  China  up  to 
date  to  the  "new  thinking"  in  international 
and  regional  affairs.  At  the  same  time  the 
world  should  give  her  the  benefit  of  the 
doubt  which  in  itself  may  help  China  de- 
velop into  a  status  quo  oriented  power  based 
on  regional  and  international  norms  of  be- 
haviour rather  than  as  a  revolutionary  power 
which  refuses  to  abide  by  those  norms. 

How  the  region  particularly,  but  also  the 
world,  will  deal  with  China  will  partly  in- 
fluence how  she  is  going  to  behave  in  the 
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future.  Currently,  China  appears  to  misread 
the  US  policies  and  those  of  the  West  toward 
her.  The  leadership  Beijing  appears  to  be  un- 
sure of  whether  or  not  the  US  is  adopting  a 
policy  of  containment  against  her  aimed  at 
limiting  the  possibility  to  become  a  great 
power. 

Regional  states  must  get  China  involved 
in  regional  affairs  and  accept  her  legitimate 
interest  to  become  a  great  power.  This  is  the 
reason  why  ASEAN  welcomes  China's  parti- 
cipation in  the  ARF  and  APEC  as  well  as  in 
the  "second  track"  processes  of  CSCAP  and 
PECC  (Pacific  Economic  Cooperation  Con- 
ference). It  is  also  significant  that  China  par- 
ticipates actively  and  positively  in  the  Indo- 
nesian initiated  workshops  for  CBMs  on  the 
Spratly  islands  in  the  South  China  Sea.  In 
addition,  China  agrees  to  discuss  the  Spratly 
issue  in  a  multilateral  official  forum,  the 
ASEAN-China  SOM. 

It  is  a  great  progress  to  see  that  China 
agrees  to  use  the  International  Law  of  the 
Sea  Treaty  as  a  basis  to  solve  the  overlapping 
claims  in  the  South  China  Sea  and  is  willing 
to  accept  a  code  of  conduct  on  the  South 
China  Sea  which  will  be  formulated  jointly 
by  ASEAN  and  China  in  the  near  future. 
Some  basic  principals  on  code  of  conduct, 
formulated  with  the  Philippines,  have  been 
accepted  as  well.  It  is  very  encouraging  so  see 
China's  full  participation  in  the  CBM  efforts 
of  the  ARF  and  the  publication  of  her  first 
defence  "white  paper"  however  Mmited  and 
defensive  it  is. 

On  several  things  related  to  ASEAN, 
China  has  paid  attention  to  ASEAN' s  sug- 
gestions, especially  on  the  peaceful  resolu- 
tion of  the  Spratlys  overlapping  claims  and 
the  increased  transparency  of  her  defence 
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policies,  including  military  capabilities  and 
expenditures.  On  other  things  China  has 
gone  in  another  direction.  This  is  clearly  the 
case  in  her  relations  with  Taiwan.  ASEAN 
will  not  intervene  on  this  issue,  except  to  en- 
courage both  parties  to  restraint  themselves 
and  to  prevent  the  use  of  military  means  in 
the  search  for  a  resolution.  ASEAN  believes 
that  only  the  parties  concerned  can  solve  this 
problem.  The  entire  East  Asian  region  will 
be  dramatically  and  negatively  affected  if 
force  is  used.  Both  sides  should  understand 
that  the  blame  will  be  put  on  the  one  that 
uses  force  for  no  reason  or  the  one  that  pro- 
vokes the  use  of  force. 

In  the  end  the  region  hopes  that  China 
will  be  a  status  quo  oriented  power.  For  only 
then  can  China  expect  to  receive  all  the  eco- 
nomic cooperation  she  needs  to  survive. 
Moreover,  her  successful  modernisation  will 
make  her  more  interdependent  with  the 
region  and  the  world.  If  domestic  changes 
make  China  again  in  revolutionary  power, 
the  region  will  need  to  deal  with  this  with  the 
support  of  the  international  community. 
However,  it  is  premature  and  wrong  to  be  a 
priori  about  China.  It  is  completely  wrong  to 
adopt  a  policy  of  containment  and  isolation 
at  this  stage. 

China  is  a  major  political  power  in  the 
world  and  therefore,  Europe  has  a  stake  in 
what  is  going  to  happen  to  her  and  how  to 
deal  with  her.  At  the  same  time  China  is  a 
complex  and  sensitive  issue,  especially  for 
the  region.  That  is  why  in  dealing  with 
China,  EU  should  consult  intensively  with 
East  Asian.  A  supportive  policy  of  the  EU 
will  be  helpful. 

The  second  issue  that  has  both  a  global 
and  regional  aspect  is  relations  with  Islam,  in 
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that  regard  also  relations  with  the  Middle 
East.  Islam  in  South  East  Asia  has  become  a 
positive  force  internationally,  especially  in 
the  last  decade  or  so.  In  Indonesia,  a  country 
with  the  largest  Moslem  population  in  the 
world,  Islam  tries  very  hard  to  become  a 
positive  force  for  national  development. 
Islam's  new  thinking  has  been  examplified 
by  Abdurrahman  Wahid,  chairman  of  the 
largest  Moslem  social  organisation,  Nahdla- 
tul  Ulama,  having  over  30  million  members. 
His  thoughts  are  very  enlightening.  The 
answers  he  and  his  colleagues  are  looking  for 
to  reconcile  Islam  and  nationalism  as  well  as 
Islam  and  modernisation  are  very  refreshing 
and  will  be  acceptable  to  the  wider  and 
pluralistic  Indonesian  society.  Importantly, 
this  new  Islamic  thinking  will  have  its  impact 
on  other  Moslem  societies,  and  will  influence 
the  direction  in  which  Islam  will  relate  to  the 
West. 

This  new  thinking  will  also  have  a  bear- 
ing on  how  the  two  regions  will  relate  to  de- 
velopments in  the  Middle  East.  Since  East 
Asia  is  becoming  more  dependent  on  Middle 
Eastern  oil,  the  region  has  a  stake  in  a  stable 
and  peaceful  Middle  East  as  Europe  has 
been  for  some  time.  Cooperation  in  under- 
standing Islam  and  on  how  to  relate  to  the 
developments  and  conflicts  in  the  Middle 
East  are  another  important  challenge  for 
both  regions. 

The  Regional  Level 

On  the  regional  level.  East  Asia  expects 
the  EU  to  support  and  share  its  experiences 
about  regional  mechanism  for  CBM,  prevenh 
tive  diplomacy  and  conflict  resolution. 
While  Europe  has  ample  regional  institutions 
such  as  OSCE,  NATO,  WEU,  and  Friend- 
ship for  Peace,  East  Asia  only  has  the  ARF, 


which  is  still  in  its  infancy.  The  establish- 
ment of  ARF  is  based  on  the  recognition  that 
economic  cooperation  alone  is  not  adequate 
for  the  maintenance  of  peace  and  stability  in 
the  future. 

The  OSCE  has  been  successful  in  the  im- 
plementation of  pre- notification  of  military 
exercises,  open  sky  policies,  and  exchange  of 
officers.  In  East  Asia,  thus  far  only  ASEAN 
has  had  the  experience  in  bilateral  and  multi- 
lateral cooperation  on  CBM  and  preventive 
diplomacy.  ASEAN  aims  at  enlarging  the  re- 
gional order  based  on  CBM,  preventive 
diplomacy  and  peaceful  resolution  of  con- 
flict for  the  entire  Western  Pacific.  China's 
full  and  positive  participation  in  it  will  be  a 
crucial. 

EU's  support  for  these  efforts  will  be  im- 
portant for  East  Asia's  efforts  to  have  her 
own  processes  and  mechanism  for  conflict 
resolution.  Since  the  EU  is  already  a  member 
of  the  ARF,  it  can  do  so  with  much  compli- 
cation. Similarly,  it  would  be  a  possitive 
more  to  invite  ASEAN  as  an  observer  in  the 
OSCE  process  in  the  same  way  as  Japan  and 
South  Korea. 

Beyond  this,  EU  could  support  regional 
efforts  towards  the  establishment  of  a  re- 
gional non  proliferation  regime,  such  as  the 
ASEAN-SEANWFZ  and  a  maritime  security 
regime  in  the  South  China  Sea,  as  well  as  for 
preventive  diplomacy  in  general  and  peace- 
keeping training  and  cooperative  programs 
in  particular. 

Finally,  Europe  and  Asia  can  learn  from 
each  other  by  comparing  their  concepts  of 
security.  The  West,  including  the  EU,  has 
always  been  looked  upon  by  East  Asia  as 
having  a  more  militaristic  way  of  ap- 
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preaching  security.  Perhaps,  this  has  been 
caused  by  the  strategic  divide  in  Central 
Europe  in  the  recent  past  and  the  presence  of 
nuclear  weapons  and  heavy  conventional 
capacities. 

The  East  Asia  environment  has  always 
been  more  diverse  and  complex,  because 
there  are  more  independent  actors  than  only 
the  two  super  powers.  Moreover,  the 
strategic  divide  has  not  been  that  obvious 
because  the  former  USSR  has-  had  a  land- 
based  strategy  while  the  US  has  employed  a 
maritime  strategy.  The  developing  part  of 
the  region,  especially  South  East  Asia,  has 
developed  a  more  inward- looking  strategy, 
because  its  main  challenge  is  the  develop- 
ment of  the  nation  in  all  its  aspects. 

The  region  is  currently  in  search  of  a  new 
concept  of  security.  ASEAN  believes  that 
the  concept  of  comprehensive  security  is  an 
idea  whose  time  has  come.  Europe  can  con- 
tribute to  this  effort  by  expanding  her  own 
ideas  of  comprehensive  security  and  to  com- 
pare notes  with  East  Asia.  This  could  be 
done  at  the  governmental  level  as  well  as  the 
"second  track"  level  (CSCAP)  in  which 
Europeans  are  participating  actively.  An  ad- 
ditional important  aspect  to  be  taken  up  by 
both  sides  is  the  nexus  of  security  coopera- 
tion at  the  global  level  and  the  regional  level. 
If  collective  security  at  the  global  level  is  in- 
adequate, can  regional  security  cooperation 
complement  and  strengthen  it? 

The  above  exploration  shows  the  many 
areas  in  which  Asia  and  Europe  can  co- 
operate in  the  political  security  realm.  Asia, 
especially  East  Asia,  is  beginning  to  realise 
that  it  also  has  a  role  to  play  at  the  global 
level.  As  yet  not  enough  attention  and  com- 
mitmefnt  is  given  by  East  Asia,  with  the  ex- 


ception of  Japan.  As  East  Asia  becomes 
more  developed  and  strong,  stable  and 
peaceful,  it  has  a  greater  moral  and  political 
obligation  to  help  other  parts  of  the  globe 
that  are  less  fortunate.  Such  sense  of  obliga- 
tion and  compassion  may  have  declined  in 
the  EU,  with  the  exception  perhaps  of  the 
smaller  members  such  as  the  Nordic  and  the 
Benelux  countries.  Nonetheless,  the  EU  can 
still  provide  some  illuminating  example. 

Concluding  Note 

Asia-Europe  relations  have  a  long  and  a 
colorful  history.  Even  during  this  20th  cen- 
tury relations  between  Asia  and  Europe  have 
been  marked  by  colonisation  and  de- colon- 
isation, animosity  and  attraction,  conflict 
and  cooperation.  The  closing  of  the  20th 
century  may  mark  a  new  era  in  Asia-Europe 
relations.  It  will  be  a  relationship  charac- 
terised by  cooperation  based  on  mutual 
respect  and  mutual  benefit. 

Both  sides  have  developed  strong  pull 
factors  towards  each  other.  Asia  is  becoming 
an  attractive  partner  for  the  EU,  especially  in 
the  economic  realm.  Regionalism  in  Asia, 
contrary  to  what  one  might  expect,  has  made 
Asia  much  more  aware  that  it  is  a  part  of  the 
global  economy  and  the  global  community. 
Europe,  and  the  EU,  are  important  actors  in 
this  global  economy  and  global  community. 

Asia-EU  relations  and  partnership,  there- 
fore, are  perhaps  a  natural  outgrow  of 
Asia's  economic  dynamism  and  growing 
sense  of  confidence.  However,  the  growth  of 
this  relationship  cannot  be  taken  for  granted. 
It  requires  a  clear  vision  of  what  this  partner- 
ship is  all  about  and  its  needs  a  strong  polit- 
ical commitment  by  all  parties  involved. 


A  Strategic  Overview 
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C.P.F.  Luhulima 


Introduction 


THE  ASEAN  terminology  of  growth 
triangle  has  a  number  of  different 
names  subregional  economic  zone 
(Chia  Siow  Yue),  transnational  economic 
zone,  transnational  export  processing  zone, 
natural  economic  territories  (Scalapino, 
1992)  or  extended  metropolitan  zone(McGee 
and  MacLeod,  1992). 

A  growth  triangle  encompasses  defined, 
geographically  contiguous  areas  of  three 
countries  in  the  process  of  economic  devel- 
opment. It  cuts  across  common  political 
boundaries  as  well  as  political  and  economic 
systems  and  involves  intense  cross-border 
flows  of  goods,  services,  investments  and 
people.  The  process  of  economic  conver- 
gence or  integration  occurs  with  or  without 
government  initiative  and  support  and  with 

♦Paper  presented  on  BIMP-EAGA  Business  Forum 
Bridging  New  Opportunities:  Analyses  and  Practices,  at 
International  Convention  Centre-Brunei  Darussalam, 
2-3  November  1995.  BIMP-EAGA  (Brunei  Darussalam, 
Indonesia,  Malaysia  and  Ph'ilippines-East  ASEAN 
Growth  Area). 


or  without  formal  institutions  or  structures. 
It  may  be  said  to  be  an  articulation  of  what 
has  already  been  occurring  when  the  private 
sector  and  market  forces  were  allowed  to 
operate  freely  with  the  government  pro- 
viding infrastructural  support  and  fiscal  in- 
centives. The  basic  idea  of  a  growth  triangle 
is  that  factor  endowments  among  contiguous 
areas  are  diversified  to  such  an  extent  that 
allows  cooperation  to  achieve  a  greater 
global  competitive  edge  in  export  promotion 
(Chia  Siow  Yue,  1994;  Toh  Mun  Heng  and 
Linda  Low,  1995;  Ismail  Md  Salleh,  1994). 

The  rationale  of  cross-border  economic 
activities  is  to  exploit  the  comparative  ad- 
vantages in  factor  endowments,  to  promote 
intra  subregional  economic  activities  of  the 
participating  subregions,  to  intensively  and 
extensively  exploit  the  complementarities  of 
the  contiguous  subregional  economies 
through  the  flow  of  investments,  infrastruc- 
tural development,  development  of  natural 
resources  and  human  resources  and  the  de- 
velopment of  industry,  as  well  as  advance  ex- 
ternal trade  to  accelerate  economic  develop- 
ment. It  is  an  acknowledgement  that  greater 
economic  cooperation  in  subregional  devel- 
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opment  creates  simultaneously  more  pros- 
perous and  more  friendly  neighbours.  It  sui>- 
ports  cross-border  economic  development.  It 
allows  for  relaxation  of  constraints  on  do- 
mestic supply  and  demand  through  the  ex- 
pansion of  factors  of  production,  including 
capital  and  natural  and  human  resources, 
and  through  expanding  effective  market  ac- 
cess with  potentially  both  static  welfare  gains 
(which  are  net  increases  in  production  and 
consumption)  and  dynamic  gains  (which  are 
leading  to  the  evolution  of  a  more  competi- 
tive economic  structure)  (Moh.  Salleh: 
12-13). 

Economic  cooperation  with  the  objective 
of  convergence  or  integration  makes  national 
borders  more  easily  accessible;  it  also  pro- 
vides additional  pressures  and  constraints  on 
the  capability  of  a  country  to  chart  its 
domestic  development  policies  and  pro- 
grammes. Increasing  economic  interdepend- 
ence which  is  the  objective  of  regional  or 
subregional  economic  development  implies 
that  decisions  and  activities  in  one  country 
can  simultaneously  facilitate  and  restrain  the 
domestic  economic  development  of  eco- 
nomies which  are  in  the  process  of  inter- 
linking or  are  already  inter-linked.  Thus,  this 
form  of  economic  cooperation  is  based  on 
the  enlightened  self-interest  of  the  par- 
ticipating economies.  It  is  enlightened  be- 
cause its  vantage  point  is  the  acknowledge- 
ment that  there  are  shared  interests  among 
its  participants,  and  that  they  can  extract  net 
benefits  from  this  type  of  cooperation.  It  is 
based  on  self-interest  because  for  a  cross- 
border  cooperation  to  be  sustainable,  it  has 
to  be  seen  as  a  means  of  ultimately  serving 
national   development   priorities  (Moh. 
Salleh,  13). 

In  general,  regional  or  subregional  eco- 
nomic development  can  be  defined  as  an 


cross-border  economic  activity  which  com- 
bines physical  and  human  resources,  capital 
and  technology  for  the  welfare  of  the  sub- 
region  and  of  the  wider  region. 


Characteristics  and  Shapes  of 
Growth  Triangles  or  Sub-Regional 
Economic  Zones  (SREZ) 

Conceptually,  economic  growth  areas 
can  be  categorised  in  three  types  which  in 
reality  do  indeed  overlap  (Chia  and  Lee, 
1993;  Lee  Tsao  Yuan,  1995). 


Spill-Over  of  Urban  Subregions  Into  Its 
Hinterland 

This  takes  the  form  of  the  spill-over  of 
the  metropolitan  area  into  the  territory  of  its 
neighbours.  As  a  rule,  the  urban  area  is 
characterised  by  a  strong  manufacturing  sec- 
tor, and  financial,  commercial  and  transpor- 
tation capabilities,  better  infrastructure,  and 
skilled  human  resources  and  comprises  eco- 
nomies of  scale  and  agglomeration.  With 
successful  growth,  full  employment  is 
reached,  labour  costs  skyrocket  and  the 
availability  of  unskilled  workers  becomes  a 
problem,  while  property  and  rental  prices 
escalate. 

Across  the  border  of  the  urban  area  there 
is  a  subregion  with  relative  lower  incomes, 
with  a  huge  reserve  of  labour  and  land.  In 
other  words,  there  is  complementarity  with 
regard  to  land,  natural  resources,  labour  and 
transportation  and  communications  infra- 
structure, finance  and  recreational  facilities. 

Gradually  economic  development  and 
growth  extends  from  the  metropolitan  area 
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into  the  periphery  by  developing  two-way 
trade,  and  fostering  capital  flows,  in  an  ef- 
fort to  acquire  land  and  cheap  labour  and, 
conversely,  in  the  flow  of  human  resources 
from  the  periphery  into  the  metropolitan 
centre  in  search  of  employment  and  better 
wages. 

Where  the  centre  and  the  periphery  are 
situated  in  two  or  three  different  countries, 
the  free  flow  of  goods  and  factors  are  re- 
strained. 

A  subregional  economic  zone  is  thus 
estabUshed  when  barriers  to  such  cross- 
border  flows  of  investment  are  reduced  or 
removed,  enabhng  companies  to  relocate  to 
take  advantage  of  the  existing  economic 
complementarity.  The  entire  SREZ  then  be- 
comes "borderless"  to  investment.  How- 
ever, many  restrictions  to  the  flow  of  labour 
still  exist,  and  it  is  because  of  the  immobihty 
of  labour  that  capital  becomes  mobile  in- 
stead. That  is  why  SREZs  are  investment- 
driven. 

Barriers  set  up  to  restrict  capital  are 
generally  less  severe  than  those  put  on  labour 
so  that  the  relatively  more  mobile  capital 
moves  to  the  periphery  in  search  of  land, 
natural  resources  and  labour,  while  the 
metropolis  retains  the  marketing,  financial, 
logistics  and  procurement  responsibilities. 

Relocation  of  labour-intensive  produc- 
tion processes  across  the  border  becomes  a 
natural  phenomenon.  Some  Singapore  com- 
panies indicated  that  the  more  automated 
processes  or  more  advanced  and  fast- 
changing  product  lines,  are  retained  in  Singa- 
pore. This  is  what  is  called  an  intra- company 
division  of  labour  with  the  subregional  eco- 
nomy. 

Thus  a  major  aim  of  regional  economic 
cooperation  is  to  improve  market  efficiency 


by  progressively  reducing  or  removing  the 
barriers  to  economic  linkages.  The  shape  of 
this  subregional  economy  conforms  to  the 
concepts  of  an  Extended  Metropolitan  Re- 
gion (McGee  and  MacLeod,  1992)  and 
Natural  Economic  Territories  (Scalapino). 

Neighbouring  Areas  with  Common  Interests 

Geographic  proximity,  historical,  eth- 
nical and  cultural  ties  develop  into  a  busy 
trading  area  along  the  border  of  neighbour- 
ing states.  The  traditional  trading  relation- 
ship increased  by  low  transportation,  infor- 
mation and  transaction  and  cultural  costs. 
The  creation  of  the  nation- state  in  many 
ways  restricts  the  traditional  economic  ac- 
tivity. The  end  of  the  Cold  War  and  the  in- 
crease in  intra-ASEAN  relations  foster  the 
growth  of  the  traditional  commercial  rela- 
tions. The  growth  of  regionalism  and  the 
desire  of  border  areas  to  speed  up  economic 
growth  spurs  ASEAN  countries  to  cooperate 
and  exploit  the  complementarities  and  eco- 
nomies of  scale  as  well  as  agglomeration. 
This  type  of  subregional  economic  growth  is 
the  Baht  Economic  Zone  and  the  BIMP- 
EAGA  (Brunei  Darussalam,  Indonesia,  Ma- 
laysia and  Philippines-East  ASEAN  Growth 
Area). 

In  the  Baht  Economic  Zone  comprising, 
Thailand  and  South  Vietnam,  proximity  and " 
complementarity  are  distinct  pull  and  push 
factors  although  they  involve  a  common  cur- 
rency for  exchange  rather  than  manufactur- 
ing or  tourist  activities. 

Joint  Development  of  Natural  Resources 
and  Infrastructure 

Countries  in  the  region  will  have  to  de- 
velop their  infrastructure  as  a  sine-qua-non 
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to  develop  their  natural  resources,  industry, 
trade  and  tourism  and  to  attract  foreign 
direct  investment.  However,  they  counten- 
ance various  financial  constraints  in  carrying 
it  out.  Joint  approaches  to  regional  and  in- 
ternational financial  agencies  will  increase 
the  possibility  of  acquiring  those  funds  and 
improve  project  efficiency  by  exploiting  eco- 
nomies of  scale  and  agglomeration.  Multi- 
country  investment  projects  comprise  the  de- 
velopment of  transportation  and  communi- 
cation networks,  and  the  exploitation  of 
forest,  natural  resources,  energy,  marine  re- 
sources and  water.  Countries  can  also  co- 
operate in  a  development  project  to  reduce 
disputes  of  ownership  and  to  step  up  the  ex- 
ploitation of  joint  resources,  such  as  utilising 
a  major  river,  or  improving  upon  the  envir- 
onmental management  of  the  joint  develop- 
ment area.  Examples  of  this  type  of  coopera- 
tion are  the  Mekong  River  Basin  Project  and 
IMT-GT  (Indonesia,  Malaysia,  Thailand- 
Growth  Triangle). 

The  role  of  government  in  this  entire  pro- 
ject of  the  establishment  of  the  subregional 
economic  zone  is  essentially  that  of  a  motiv- 
ator and  facilitator:  first,  is  in  motivating 
and  facilitating  cross-border  flows  of  invest- 
ment, labour,  finance  and  goods,  and  sec- 
ond, is  to  provide  infrastructure  for  trans- 
portation and  communication. 

So  the  key  factors  in  the  operation  of  a 
subregional  economy  can  be  categorised  into 
the  following  classes  (Lee  Tsao  Yuan,  1995, 
26-7): 

1.  Existence  of  economic  complementarity 
—  urban  subregion(s),  hinterland  or  less- 
developed  subregion(s)  with  ample  sup- 
plies of  labour  and  land.  Hence,  it  is  dif- 
ferences in  factor  endowments  that  ulti- 
mately drive  the  subregional  economy  or 
growth  triangle.  However,  even  within 
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competitive  structures  can  there  be  areas  \ 

of  complementarity  when  account  is  \ 

taken  of  the  differences  in  resource  en-  \ 

dowments,  both  physical  and  human,  ■ 

that  will  be  the  catalytic  factor  in  the  \ 

push  towards  the  integration  of  the  sub-  ; 

regions.  | 

2.  Political  commitments  at  the  highest  \ 
levels  and  recognition  of  the  govern-  \ 
ment's  role  as  motivator  and  facilitator:  i 
(a)  to  assure  investors  of  the  reduced  po-  • 
htical  risks  involved;  (b)  to  cooperate  on  i 
cross-border  flow  of  goods,  people  and  j 
capital;  (c)  to  cooperate  in  infrastructural  j 
development,   especially  in  developing 
transportation  and  communication  facili- 
ties; (d)  to  manage  political  discontent 
arising  from  rapid  growth  and  possible  \ 
consequences  such  as  inflation,  in  the  ^ 
hinterland;  and  (e)  investment  promotion 

of  the  growth  triangle  or  subregional  eco- 
nomy. 

3.  Private- sector  investment  driven  Integra-  \ 
tion  ~  ultimately,  it  is  the  private  sector 
that  drives  the  integration  by  investing  in 

the  subregional  economy.  ' 

Motivating  Factors  in  Regional  or 
Subregional  Economic  Development 

i 

The  emergence  of  growth  triangles  or  \ 
subregional  economic  developments  in  East 
and  Southeast  Asia  in  the  1980s  is  a  response 
to  a  number  of  events  occurring  in  that  time  i 
span.    The   major   external   development  j 
which  motivates  the  growth  of  subregional  ' 
economic  is  the  dramatic  change  in  the  inter-  : 
national  poHtical  climate  with  the  demise  of  ! 
the  Cold  War.  The  internal  factors  which  | 
foster  economic  growth  are  domestic  eco- 
nomic reforms  and  competition  for  foreign  \ 
direct  investment,  geographical  and  cultural  \ 
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proximity,  relative  high  economic  comple- 
mentarity and  the  presence  of  a  relatively 
well- developed  infrastructure. 

In  general  the  major  forces  promoting 
these  efforts  are  the  private  sector  with  the 
central  and  local  governments  acting  as  facil- 
itators of  those  geographically  contiguous 
zones  or  subregions  who  try  to  dispose  of 
non  tariff  barriers,  i.e.  political  barriers  and 
barriers  against  the  flow  of  goods,  services, 
capital  and  people,  who  provide  for  the 
much  needed  physical  infrastructure  and 
who  offered  various  incentives  for  invest- 
ments. The  government  promotes  and  spon- 
sors the  subregion's  economy,  as  is  the  case 
in  the  ASEAN  growth  triangles  or  quad- 
rangle: the  Indonesia,  Malaysia,  Singapore 
Growth  Triangle  (IMS-GT,  or  SIJORI), 
the  Indonesia-Malaysia,  Thailand  Growth 
Triangle  (IMT-GT),  and  the  Brunei,  Indo- 
nesia, Malaysia,  Philippines  ~  East  ASEAN 
Growth  Area  (BIMP-EAGA).  However, 
their  consequent  growth  is  dependent  upon 
their  attractiveness  to  the  private  sector. 
These  subregional  economies  endeavour  to 
move  beyond  the  traditional  cross-border 
trade  which  have  had  a  long  history  in  the 
area.  The  change  of  form  can  happen  and  in- 
deed occurred  quite  often  in  the  past  without 
formally  institutionalising  it.  This  uninstitu- 
tionalised  cooperation  is  what  Robert  Scala- 
pino  termed  as  soft  regionalism  (Scalapino, 
1995). 

The  economic  interaction  among  neigh- 
bouring countries  is,  as  indicated  earlier,  a 
response  to  the  complementarity  in  factor 
endowments,  differences  in  technological 
capability,  advantages  in  specialisation  of 
production  factors  and  economies  of  scale 
and  agglomeration.  With  the  end  of  the  Cold 
War  and  ensuing  political  realignments,  with 
the  phenomenal  breakthroughs  in  transpor- 


tation (containers)  and  telecommunications 
(digital  systems)  economic  relations  gain  in 
importance  over  political  and  military  stra- 
tegic issues  in  international  relations  and  do- 
mestic policy  considerations.  The  need  for 
the  acceleration  of  economic  growth  forces 
governments  to  conduct  liberalisation,  dere- 
gulation and  privatisation  of  national  eco- 
nomies with  the  purpose  of  increasing  eco- 
nomic efficiency  and  competitiveness  and  in 
so  doing  provide  a  new  face  to  foreign  trade 
and  foreign  direct  investment.  The  demand 
for  foreign  direct  investment  grows  exponen- 
tially and  competition  for  FDIs  increases  be- 
tween East  and  Southeast  Asia  and  among 
the  countries  of  Southeast  Asia  themselves. 
It  is  the  tough  competition  for  foreign  in- 
vestments that  makes  the  economic  subre- 
gions in  the  Asia  Pacific  an  attractive  place 
for  cross-border  economic  cooperation  and 
acquisition  of  FDI. 

The  development  of  linkages  and  com- 
mercial relations  among  nations  in  a  subre- 
gion  becomes  extremely  attractive  because  of 
the  low  transportation,  communication,  cul- 
tural and  other  transaction  costs  in  compar- 
ison to  more  distant  geographical  areas.  For 
trade,  for  instance,  geographic  proximity 
does  not  only  reduce  transportation  cost;  it 
also  reduces  the  delivery  time.  This  is  an  im- 
portant consideration  with  a  constantly 
changing  market  environment  as  a  conse- 
quence of  changes  in  technology  and  taste  as 
well  as  just- in- time  inventory  systems  which 
indeed  require  a  tight  scheduling  of  the 
delivery  time.  For  investments,  geographic 
proximity  reduces  information  and  transac- 
tion costs.  This  is  an  important  feature  for 
small  and  medium-scale  companies  who 
cannot  easily  acquire  information  on  invest- 
ments and  markets.  This  is  also  important 
for  foreign  investors  who  have  to  operate  in 
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a  different  political,  bureaucratic  and  legal 
environment,  with  complex  and  non- trans- 
parent legal  systems,  and  who  have  to  con- 
duct business  with  partners  with  different 
businesses  and  financial  practices. 

Geographically  contiguous  areas  in  some 
cases  also  comprise  groupings  of  similar 
ethnicity,  language  and  culture  which  reduce 
information  costs  and  cultural  misunder- 
standing and  which  more  easily  create 
mutual  understanding  in  business  dealings. 
This  ethnic-cultural  factor  is  dominant  in  the 
Baht  economic  zone  and  in  the  IMT-GT  and 
BIMP-EAGA.  On  the  other  hand,  for  those 
subregional  economies  which  jointly  develop 
infrastructure  and  resources,  the  role  of  gov- 
ernment is  more  dominant,  such  as  in  the 
Mekong  River  Basin  project,  where  the  geo- 
political factor  is  more  dominant  than  the 
ethnic- cultural  factor. 

Economic  complementarity  also  pro- 
motes the  flow  of  goods,  services  and  factors 
of  production  among  the  geographically 
contiguous  areas  but  politically  separated. 
Such  a  complementarity  emerges  from  the 
different  economic  development  and  endow- 
ment factors  which  in  turn  produces  dif- 
ferences in  the  price  of  production  factors 
and  level  and  structure  of  goods.  The  role  of 
government  here  is  not  only  limited  to  facil- 
itating cross-border  traffic  through  mutual 
recognition  or  harmonisation  of  policies. 
Governments  play  a  very  important  role  in 
providing  the  much  needed  physical  infra- 
structure, and  if  possible  with  a  foreign  in- 
vestor as  a  partner  to  overcome  the  problem 
of  development  budget.  Governments  also 
play  a  very  important  role  in  developing  the 
much  needed  human  resources. 

Where  a  subregional  economy  comprises 
a  combination  of  advanced  and  less  ad- 
vanced areas,  it  integrates  the  presence  of 
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capital,  technology,  land  and  natural  re- 
sources and  the  available  human  resources; 
it  provides  a  unique  combination  of  produc- 
tive resources.  Thus  a  cross-border  subre- 
gional economy  is  a  more  attractive  invest- 
ment location  than  an  export  processing 
zone  and  is  more  capable  of  attracting  bigger 
investments,  both  from  within  the  area  itself, 
and  from  outside.  Investors  are  able  to 
utilise  jointly  the  cost  of  infrastructure,  eco- 
nomies of  scale  and  specialise  in  production 
processes  and  in  products  which  step  up  effi- 
ciency, competition  and  the  development  of 
human  resources. 


The  Constraining  Factors 

A  growth  triangle  or  subregional  eco- 
nomy will  develop  faster  if  barriers  to  the 
flow  of  goods,  services  and  factors  are  re- 
duced or  eliminated.  The  cross-border  flow 
of  capital  occurs  because  of  the  immobility 
of  land  and  natural  resources. 

For  the  ASEAN  region,  in  particular, 
subregional  economic  development  carriers 
the  6-X  formula.  The  original  objective  re- 
mains strengthening  the  region  for  foreign 
investment  and  opportunities  to  galvanise, 
re-inforce  and  expand  ASEAN  economic  co- 
operation with  non-members,  even  though 
competitiveness  of  the  subregional  economy 
is  enhanced,  may  dilute  its  original  purpose. 

Capital  and  technology  flows  from  and 
through  the  core  to  the  periphery  to  take 
benefit  of  the  land,  natural  resources  and 
cheaper  human  resources.  The  core  area  is 
also  responsible  for  distribution  and  mar- 
keting; it  assists  in  the  import  of  equipment 
and  machinery  and  intermediate  inputs  re- 
quired by  the  periphery,  and  exports  the  pro- 
ducts of  the  peripheral  areas  to  other  parts 
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of  the  world.  The  flow  of  human  resources  is 
to  a  considerable  extent  constrained  by  the 
governments  of  the  participating  countries 
through  various  restrictive  policies. 

Where  such  a  core  is  absent,  it  will  have 
to  be  invented  to  initiate  such  indispensable 
flows.  For  BIMP-EAGA  such  a  core  will 
have  to  created  and  initiated.  Brunei  Darus- 
salam  may  have  to  take  on  that  role. 

The  success  in  the  development  of 
natural  resources,  industry  and  tourism  in 
the  peripheral  areas  depends  to  a  consider- 
able extent  on  the  supporting  infrastructure, 
such  as  pubHc  utiHties,  industrial  estates, 
hotels  and  tourist  facilities,  a  sufficient  net: 
work  of  transportation,  a  low  level  of  polit- 
ical barriers,  and  the  availability  of  skilled 
human  resources,  both  technically  and  man- 
agerially.  These  facilities  are  to  a  con- 
siderable extent  not  available  in  the  peri- 
pheral areas. 

Geographical  contiguous  areas  do  not, 
however,  automatically  mean  geographic 
proximity.  Both  IMT-GT  and  BIMP-EAGA 
are  known  for  their  vast  geographic  stretches 
in  comparison  to  IMS-GT.  Air  and  sea 
transportation  systems,  as  well  as  overland 
transportation  systems  between  West  Kali- 
mantan, Serawak  and  Brunei,  and  East  Kah- 
mantan  and  Sabah  and  Brunei  are  extremely 
poor,  except  perhaps  the  Pontianak-Serawak 
stretch.  In  the  IMT-GT  area,  although  in- 
frastructure is  quite  adequate  in  Northern 
Peninsular  Malaysia,  dual  carriage  highways 
are  virtually  non-existent  in  North  Sumatra. 
Although  incentives  are  crucial  in  inducing 
investment,  an  adequate  road  transport  sys- 
tem to  move  containers  is  equally  important. 
This  may  be  the  reason  for  the  small  size  of 
the  manufacturing  sector  in  North  Sumatra, 
in  spite  of  the  province's  division  into  agri- 
cultural and  industrial  zones. 


The  same  holds  true  for  Southern  Thai- 
land. Infrastructure  projects  in  Central  Thai- 
land and  the  policy  of  diverting  investment 
away  from  the  centre  for  the  development  of 
the  Southern  Seaboard  Project  would  take  a 
longer  time  to  materialise. 

The  question  that  arises  and  needs  to  be 
answered  is  how  to  overcome  the  various 
geographic  constraints  in  IMT-GT  and 
BIMP-EAGA  to  make  subregional  eco- 
nomic development  successful.  How  do  gov- 
ernments and  the  bureaucracy  combine  the 
factor  endowments,  human  resources  and 
laws  as  well  as  policies  to  foster  and  make 
this  development  process  successful?  How 
do  they  plan  to  overcome  the  transportation 
systems  in  these  huge  stretches  of  land  and 
sea  to  shorten  those  distances  to  move  con- 
tainers and  thus  effectuate  subregional  eco- 
nomic growth?  How  serious  are  govern 
ments  in  facilitating  the  cross-border  flows 
within  the  subregional  economies  of  labour, 
finance  and  goods?  To  what  degree  is  the 
private  sector  prepared  to  contribute  and 
capable  of  assisting  in  reducing  these  con- 
straints? 

An  East-ASEAN  Subregional 
Growth  Area:  BIMP-EAGA 

The  East  ASEAN  Growth  Area  centres 
around  the  Sulu  Sea,  and  comprises  Brunei 
Darussalam,  Mindanao  in  the  Philippines, 
Sabah  and  Serawak  in  Eastern  Malaysia  and 
North  Sulawesi  and  East  and  West  Kaliman- 
tan in  Indonesia.  EAGA  would  thus  link  oil- 
rich  Brunei  with  the  largely  neglected  island 
provinces  of  Indonesia,  Malaysia  and  the 
Philippines.  "In  many  ways  it  is  an  associa- 
tion of  neglected  regions",  said  Vicente 
Paterno,  former  Philippine  senator  and 
businessman  who  allegedly  proposed  its 
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creation  in  1992  {Jakarta  Post,  17  April 
1995). 

EAGA  endeavours  to  bring  the  areas  of 
Indonesia,  Malaysia  and  the  Philippines 
which  lag  far  behind  their  capitals  in  eco- 
nomic development  to  the  forefront  of  de- 
velopment endeavours  and  to  rebuild  com- 
mercial ties  which  had  flourished  in  the  area 
before  the  arrival  of  the  Western  colonial 
powers. 

The  initial  analysis  of  the  economic  struc- 
ture of  the  growth  area  and  its  factor  endow- 
ments shows  that  the  prospect  for  economic 
cooperation  is  very  promising,  although  the 
subregion  is  extremely  weak  in  its  supporting 
factors,  such  as  economic  complementarity 
and  foreign  direct  investment  which  were  the 
major  factors  in  SIJORI's  success.  This 
means  that  BIMP-EAGA  needs  strong  com- 
mitment and  active  support  as  well  as  con- 
tinuous attention  and  considerable  efforts 
on  the  part  of  the  governments  and  the 
private  sectors  of  the  four  countries  involved 
in  the  process  to  make  the  project  successful. 
Despite  its  weak  economic  complementarity, 
the  subregion  shows  a  number  of  important 
advantages  and  a  relatively  great  number  of 
potentials  to  accelerate  the  economic  devel- 
opment process. 

The  BIMP-EAGA  subregion  is  rich  in 
natural  resources.  Kalimantan,  Sabah  and 
Serawak  are  rich  in  forest  and  wood  re- 
sources; Brunei,  East  and  West  Kalimantan, 
Sabah  and  Serawak  have  huge  oil  and  gas  re- 
serves; Mindanao  and  North  Sulawesi  are 
rich  in  marine  and  agricultural  resources, 
whiTe  the  whole  subregion  possesses  a  great 
number  of  tourist  attractions. 

Brunei  Darussalam's  population  is 
estimated  at  275,000  of  which  25  per  cent  is 
made  up  of  overseas  immigrant  workers 
which  will  be  increased  to  30  per  cent.  Bru- 
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nei's  economy  is  heavily  dependent  on  oil 
and  natural  gas,  which  in  1994  represented 
55  per  cent  of  GDP  and  95  per  cent  of  total 
exports.  In  accordance  with  the  govern- 
ment's conservation  policy,  oil  production 
will  be  reduced  from  175,000  barrels/day  in 
1991  to  155,000  barrels/day  by  2010.  Natural 
gas  production  will  be  maintained  at  current 
levels.  Industries  to  be  developed  include  the 
service  sector  (including  financial  services), 
high-value  added,  capital  extensive  and  ex- 
port oriented  industries.  Particular  emphasis 
will  be  given  to  the  development  of  petro- 
chemical industry  (GHK  -  Hong  Kong  ~ 
Ltd.,  Inception  Report  on  BIMP-EAGA 
1995:  3). 

The  country's  industrialisation  process 
will  be  supported  by  programs  to  upgrade 
the  national  power  supply  and  telecommuni- 
cation system.  Human  resources  develop- 
ment is  also  being  emphasised.  Curricula 
and  programs  are  being  developed,  in  part- 
nership with  the  private  sector,  to  closely 
link  education  and  training  to  future  in- 
dustry's needs  which  could  be  exploited  by 
the  subregion  as  an  education  and  training  to 
future  industry's  needs  which  could  be  ex- 
ploited by  the  subregion  as  an  education  and 
training  centre. 

Brunei  is  in  the  process  of  expanding  the 
coverage  of  Royal  Brunei  Airlines.  A  num- 
ber of  new  routes  within  EAGA,  ASEAN 
and  beyond  are  presently  being  considered. 

Sabah' s  comparative  advantage  (whose 
GDP  is  below  the  national  average)  lies  in  its 
telecommunication  and  postal  facilities 
which  are  among  the  most  modern  in  Malay- 
sia. With  a  population  of  approximately  1.7 
million,  agriculture  contributes  up  to  2JS  per 
cent  of  its  GDP,  followed  by  forestry  (log- 
ging) with  10.6  per  cent  with  wholesale  and 
retail  a  strong  third  at  9.5  per  cent.  Like  its 
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neighbour  Serawak,  the  largest  state  in  Ma- 
laysia, Sabah»  the  second  largest,  is  an  ex- 
porter of  forest  products;  such  as  logs,  sawn 
timber,  veneer,  sheets,  plywood,  rattan.  Se- 
rawak is  also  a  strong  timber  producer  in  the 
area.  It  is  alleged  to  have  immense  natural 
wealth  in  timber,  petroleum,  natural  gas, 
marine  and  mineral  resources.  Although 
forestry  and  agriculture  contributes  more 
than  half  of  its  GDP  in  1993,  the  shares  of 
these  sectors  are  declining.  Serawak  has  a 
growth  rate  of  5  per  cent  and  a  gross  do- 
mestic product  of  approximately  US$2,572 
million,  also  below  the  national  average. 
Mining  alone  accounts  for  34.3  per  cent  of 
the  total. 

North  Sulawesi,  on  the  other  hand,  has  a 
strong  agri- industry  base.  Approximately 
73.57  per  cent  of  its  exports  are  industrial 
goods,  the  majority  of  which  are  agri- 
industry  products  (average  of  over  60  per 
cent  of  tota^.  Agriculture  and  fisheries  ac- 
counts for  26.43  per  cent,  each  with  7.29  per 
cent  and  15.12  (E.E.  Mangindaan,  1995:  2). 
The  province  has  a  total  of  37,268  industries 
which  employs  77,766  workers.  The  growth 
rate  of  the  trade  sector  for  the  1989-1993 
period  averaged  8.64  per  cent  annually.  Its 
exports  up  to  and  inclusive  1994  is  primarily 
to  Malaysia  and  the  Philippines,  each  of 
which  contributes  a  mere  0.57  and  7.29  per 
cent  of  the  total  volume  of  the  province's  ex- 
ports. So,  from  the  point  of  view  of  Mina- 
hasa,  its  exports  to  its  immediate  neighbours 
is  extremely  low. 

East  and  West  Kalimantan  have  .similar 
development  priorities  linked  to  improve- 
ment of  air  and  sea  transportation  infra- 
structure and  services  as  the  basis  for  the  de- 
velopment of  resource  processing  industries 
as  major  export  revenue  earners.  East  Kali- 
mantan is  known  for  its  coal,  petroleum, 


natural  gas  and  timber,  while  West  Kaliman- 
tan focuses  more  on  agri- industry.  Both  pro- 
vinces have  overland  connections  with  Sabah 
and  Serawak,  although  the  West-Kaliman- 
tan-Serawak  connection  is  better  developed. 
For  the  future,  improved  infrastructure  and 
streamlined  and  consistent  border  controls 
to  smoothen  the  flow  of  goods  and  services, 
people  and  tourism  is  a  sine-qua-non. 

Mindanao's  and  Palawan's  population 
amounts  to  over  15  million,  approximately 
60  per  cent  of  EAGA's  population,  making 
it  thus  potentially  the  area's  largest  con- 
sumer. Mindanao  has  a  large  land  area 
suitable  for  plantation  and  agri-business 
ventures.  It  has  a  large  pool  of  skilled  and 
semi-skilled  human  resources,  in  the  agri- 
cultural sector  and  as  managers  and  super- 
visors; it  also  has  a  commitment  to  quality 
education  in  the  context  of  the  Mindanao 
2000  Development  Framework  Plan  (to 
transform  Mindanao  into  an  integrated  eco- 
nomy based  on  agri- industrialisation)  which 
could  also  be  exploited  by  the  region  as  an 
education  and  training  centre. 

BIMP-EAGA  is  essentially  an  economic 
subregion  where  family  ties  and  traditional 
trade  has  been  sustained.  Counter  trade  be- 
tween Mindanao  and  Sandakan,  between 
Brunei  and  Labuan,  between  Labuan  and 
Mindanao,  and  between  Davao  and  Manado 
dates  back  to  pre- colonial  times.  Border 
cities  like  Miri,  Limbang,  Entikong  have 
drawn  a  great  number  of  advantages  from 
the  rise  in  living  standards  and  prosperity  in 
those  cities. 

The  efforts  of  the  Indonesian,  Malaysian 
and  Philippine  governments  to  achieve  a 
more  balanced  economic  development  and 
stage  of  growth  have  pressured  them  into  ini- 
tiating program  to  move  development  and 
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the  ensuing  congestion  away  from  Java, 
Peninsular  Malaysia  and  Metro  Manila,  not 
only  as  a  consequence  of  population  pres- 
sure in  those  parts  of  the  country,  but  of 
socio-political  considerations  as  well.  Over- 
congestion  is  bound  to  result  in  social  in- 
stability and  thus  social  unrest  which  is 
anathema  to  accelerated  economic  develop- 
ment. 

In  Indonesia,  the  government  will  soon 
restrict  further  industrial  development  in 
Java.  A  government  regulation  on  the  initia- 
tion of  a  spatial  masterplan,  which  is  being 
finalised,  is  expected  to  encourage  indus- 
trialists to  invest  in  regions  outside  Java. 
This  regulation  will  move  the  creation  of 
new  development  centres  in  Eastern  Indone- 
sia which  comprises  the  area  from  KaHman- 
tan  to  Irian  Jaya.  Currently  nine  such  cen- 
tres exist,  i.e.  Sanggau  (for  West  Kaliman- 
tan), Seram  (for  the  Moluccas),  Manado- 
Bitung  (for  North  Sulawesi),  Bima  (for  West 
and  East  Nusa  Tenggara)  and  Pare-pare  (for 
Central  Sulawesi).  By  the  end  of  2019,  east- 
em  Indonesia  is  expected  to  have  54  growth 
centres.  The  leading  sectors  will  include 
fisheries,  shipping,  agri-business,  forestry, 
mining,  tourism  and  services  {Jakarta  Post, 
25  October  1995).  These  development  plans 
are  expected  to  accelerate  the  development 
of  the  Indonesian  node  of  the  growth  quad- 
rangle. 

The  BIMP-EAGA  economic  cooperation 
scheme  is  thus  extremely  important  to  fur- 
ther accelerate  the  economic  transforma- 
tion processes  in  these  subregions  and  to 
smoothen  the  distribution  of  its  ensuing 
wealth  to  further  foster  national  and  territo- 
rial integration. 

Thus  the  subregion  offer  three  possibili- 
ties in  developing  economies  of  scale  (Moh. 
Salleh,  12;  Ng  and  Wong,  1991): 


1.  Economic  agglomeration  which  often  re- 
quire different  mixes  of  factors  in  various 
locations  with  the  appropriate  factor  en- 
dowments. The  fishery  industry  in  Sabah 
or  Serawak,  for  instance,  can  take  ad- 
vantage of  the  technology  and  expertise 
of  Davao  or  Manado  by  entering  into 
joint  ventures.  Similarly,  Malaysia's 
managerial  and  technological  expertise  in 
the  plantation  sector  can  assist  in  the  de- 
velopment of  rubber  and  palm  oil  in  Min- 
danao. 

2.  Economies  of  scale  in  the  distribution, 
financial  and  business  service  sector,  such 
as  joint  marketing  of  palm  oil,  fishery 
products,  timber-related  products,  etc. 

3.  Economies  of  scale  in  public  infra- 
structure networking,  such  as  utilities, 
transportation  and  telecommunications 
network,  water  supply  systems  and 
energy  resources. 

4.  Economies  of  scale  of  consumer  and 
tourism  market  diversity. 

However,  efficiencies  of  scale  are  dif- 
ficult to  achieve  because  of  the  vast  geo- 
graphic structure  and  poor  transportation 
infrastructure  as  well  as  the  considerable 
lack  of  capabihty  in  conducting  incremental 
built-up  and/ or  improvements  of  the  re- 
quired facilities. 


The  Development  Concepts  and  the 
Strategies;  Some  Proposals 

In  Davao  City,  on  26  March  1994,  the 
four  economic  ministers  of  Brunei,  Indone- 
sia, Malaysia  and  the  Philippines  (Mr.  Har- 
tarto  of  Indonesia,  Rizalino  S.  Navarro  of 
the  Philippines,  Malaysia's  Coordinating 
Minister  for  the  Growth  Triangle,  Tun  Daim 
Zainuddin,  and  P.  Dato  Abdul  Rahman 
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Taib  of  Brunei),  signed  a  cooperation  agree- 
ment on  the  development  of  the  BIMP- 
EAGA.  The  objective  of  this  cooperative 
project  is  to  accelerate  air  and  shipping  ser- 
vices, cooperation  in  the  development  of  in- 
dustries, particularly  the  fishing  industry 
and  tourism,  primarily  to  step  up  cross- 
border  trade  in  the  subregion,  to  speed  up 
the  establishment  of  AFTA  and  to  develop 
into  a  highly  important  platform  for  trade 
relations  in  the  wider  Asia  Pacific  region. 
They  also  agreed  to  simplify  tax  and  invest- 
ment laws  and  make  capital  more  readily 
available  through  banks.  Brunei  Darussalam 
is  responsible  for  the  environment  and  tele- 
communication. Indonesia  was  given  the 
task  of  handling  population  mobility  and 
forestry  development;  Malaysia  for  handling 
energy  and  human  resources  development 
and  financial  services,  and  the  Philippines 
for  construction  and  agri- industry.  ADB  has 
committed  US$1.2  million  to  finance  a  study 
for  an  eighth  month  period  to  look  into  what 
specific  economic  activities  can  be  devel- 
oped, what  constraints  to  overcome  and  the 
degree  of  private  sector  support  for  BIMP- 
EAGA  to  be  soHcited.  The  GHK  (Hong 
Kong)  Ltd.  Inception  Report  was  submitted 
in  July  1995. 

From  Indonesia's  viewpoint,  the  idea  of 
BIMP-EAGA  started  with  the  aspiration  of 
the  Indonesian  government  to  accelerate  eco- 
nomic development  in  all  areas  in  the  coun- 
try, on  the  model  of  SIJORI  and  IMT-GT. 
The  idea  of  establishing  a  growth  triangle  in 
the  subregion  began  after  the  governor  of 
North  Sulawesi  met  then  President  Corazon 
Aquino  in  Manila  in  1987  which  was  fol- 
lowed up  by  exchange  of  trade  missions.  The 
frequency  of  these  exchanges  resulted  in  the 
holding  of  international  exhibitions  which 
took  place  from  1990  to  1992.  In  that  year 
the  concept  of  sister  city  was  developed,  first 


between  Manado  and  Davao,  and  later  be- 
tween Bitung  and  Davao.  In  early  1993  the 
idea  of  establishing  a  growth  triangle  among 
North  Sulawesi,  Mindanao  and  Sabah  was 
tabled.  When  President  Ramos,  accom- 
panied by  11  ministers  and  governors  and 
more  than  80  businessmen,  came  to  visit 
North  Sulawesi  on  24-26  September  1993, 
the  concept  grew  mio  dL  Polygon  Growth  no- 
tion. In  this  concept  the  whole  of  the  eastern 
ASEAN  region  is  incorporated,  i.e.  Sabah 
and  Serawak,  Brunei  Darussalam,  East  and 
West  Kalimantan,  the  whole  of  Sulawesi  and 
the  Moluccas,  stretching  as  far  as  the  North- 
em  Territory  of  Australia.  The  business 
community  immediately  grabbed  the  oppor- 
tunity and  established  the  East  ASEAN 
Business  Convention  (EABQ  which  then  be- 
came the  East  ASEAN  Business  Council 
(Kompas,  28  April  1994). 

Thus,  since  the  signing  of  the  terms  of  re- 
ference on  BIMP-EAGA  by  the  economic 
ministers  in  Davao  City,  a  second  concept  of 
the  growth  area  grew  in  strength:  the  concept 
developed  by  the  East  ASEAN  Business 
Council  which  consists  of  Brunei  Darussa- 
lam, East  and  West  Kalimantan,  the  whole 
of  Sulawesi  and  the  Moluccas,  and  the 
Southern  Philippines.  For  Indonesia  it  is 
almost  the  whole  of  the  eastern  part  of  the 
country  that  is  included  in  the  growth  area. 

Meanwhile,  Indonesian,  Malaysian  and 
Fihpino  business  have  signed  13  memoran- 
dums of  understanding  on  developing  busi- 
ness in  EAGA.  Six  of  them  comprise  coop- 
eration between  Indonesia  and  the  Philip- 
pines to  the  amount  of  US$33  million,  while 
four  of  them  between  Malaysian  and  Fili- 
pino businessmen  amounts  to  US$125  mil- 
lion (Bisnis  Indonesia.  19  November  1994). 
Of  the  six  Indonesian-Philippine  MOUs 
four  will  be  listed  here: 
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1.  PT  Prima  Comexindo  and  Trans  Pacific 
Journey  fishing  agreed  to  invest  an 
amount  of  US$15  million  for  catching 
fish  in  the  seas  of  Banda  and  Arafura  in 
the  Moluccas,  as  well  as  the  establishment 
of  an  ice  factory  and  a  cold  storage  facili- 
ty in  East  Timor  and  Southeast  Sulawesi. 

2.  ASA  Group  and  East  Asian  International 
Marketing  Ventures  agreed  to  invest 
US$6  million  in  interior  designing  and  the 
production  of  furniture  for  the  establish- 
ment of  a  five  stars  hotel  in  Likupang, 
North  Sulawesi. 

3.  PT  Rinola  Karya  Utama  and  AMS  Steel 
Corp.  invest  US$5  million  for  the  distri- 
bution of  iron  and  steel  products  in  Indo- 
nesia. 

4.  PT  Prima  Comexindo  and  Southern  Ship 
Handlers,  Inc.  invest  US$5  million  for 
supplying  ships  to  transport  goods  from 
Cebu  City  to  Davao  City  and  to  Bitung 
in  North  Sulawesi. 

Relatively  bigger  investments  in  the 
Malaysian-Philippine  connection  are  being 
made: 

1.  Ekran  Berhad  and  The  Philippines  Tour- 
ism Authority  provide  US$100  million  to 
.build  tourist  facilities  and  accommoda- 
tion in  Samal  Island,  Davao  Province. 

2.  Serawak  Economic  Development  Corp. 
and  Nova  Vista  Management  &  Develop- 
ment Corp.  agreed  to  conduct  a  joint 
study  on  the  possibility  of  establishing 
a  coconut  factory  in  Southeast  Minda- 
nao. The  study  up  to  the  establishment 
of  the  factory  will  cost  US$20  million. 

3.  Timmarine  Sdn.  Bhd.  and  Aleson  Ship- 
ping Corp.  agreed  to  invest  US$5  million 
for  passenger  and  cargo  transportation. 

4.  Permodalan  Sabah  and  East  ASEAN  In- 
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ternational  Marketing  Ventures  are  pre-  ' 

paring  the  establishment  of  a  furniture  i 

factory  in  Kota  Kinabalu  to  cater  for  Bru-  3 

nei  and  Serawak  consumers.  | 

\ 

These  investments  show  that  the  strategic  \ 
linkages  which  are  being  developed  are 
primarily  bilateral  in  nature  and  revolve  j 
around  the  immediate  geographic  proximity, 
physical  and  human  resource  complemen- 
tarity and  ethnic  and  cultural  affinities.  The 
initiative  is  predominantly  in  Filipino  hands.  \ 
This  is  not  surprising  bearing  in  mind  Pres-  \ 
ident  Ramos'  high  profile  sponsorship  and 
personal  engagement  in  the  BIMP-EAGA  ■ 
project.  Since  becoming  president,  he  has 
visited  Mindanao  50  times.  He  is  very  j 
devoted  and  consistent  in  developing  Min-  \ 
danao.  Ramos  is  intent  on  transforming  the  j 
Philippines  into  a  new  indutrialising  coun-  ] 
try.  Apart  from  expanding  Mindanao's  in-  i 
frastructure,  he  is  also  determined  in  indus-  j 
trialising  it  and  in  fighting  poverty  which  he  ] 
considers  to  be  the  major  cause  for  the  ' 
absence  of  peace  on  the  island  for  decades. 
The  island's  development  budget  has  in-  j 
creased  from  less  than  10  per  cent  during  | 
Corazon  Aquino's  presidency  to  51  per  cent 
of  the  total  national  development  budget  in 
the  current  financial  year.  Mindanao  is  en-  i 
visaged  to  become  the  Philippines'  entry-  ] 
point  in  the  APEC  era  during  the  realisation  1 
of  the  Mindanao  Development  Program  1 
2000  which  stretches  over  the  period  of  1 995-  \ 
2010.  The  effort  to  boost  Mindanao's  devel- 
opment is  highly  visible  in  the  last  two  years.  ! 
Apart  from  the  development  of  the  transpor-  j 
tation  infrastructure  which  serves  as  the  j 
basis  for  the  mobilisation  of  the  islands  eco- 
nomy, the  telephone  system  has  expanded  ; 
tremendously,  from  62,703  connections  in  j 
1994  to  87,772  in  1995.  The  number  of  j 
tourists  have  also  increased,  from  236,000  in  I 
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1994  to  280,000  in  1995.  Ramos  is  indeed  in- 
tent on  eliminating  the  "north- south"  divide 
in  his  country  in  the  shortest  time  possible. 

However,  these  investment  projects  are 
small  in  size  if  seen  against  the  background 
of  the  subregion's  geographical  stretch  and 
its  development  needs  and  targets.  Comple- 
mentarity is  not  BIMP-EAGA' s  strong 
point.  Similarities  in  factor  endowments  are 
more  common  than  complementarities. 
What  the  subregion  needs  to  advance  at  this 
stage  is  further  developing  and  strengthening 
the  strategic  bilateral  linkages.  These  link- 
ages must  be  developed  around  the  various 
resources  available  between  two  or  perhaps 
three  nodes  of  BIMP-EAGA,  to  gradually 
expand  towards  strategic  quadrangle  rela- 
tions. Some  of  the  cooperation  projects  can, 
however,  be  designed  on  a  quadrangle  basis. 
A  number  of  the  possibilities  are  listed  below 
which  have  also  been  suggested  by  the  ADB 
in  its  Inception  Report  of  May  1995: 

1.  Development  of  Agriculture,  Forestry 
and  Fisheries.  Their  growth  will  depend 
on  the  identification  of  new  market  op- 
portunities. Investors  will  have  to  sought 
in  those  sectors  to  step  up  production. 

2.  Trade  and  Investment.  Strategies  need  to 
be  designed  to  exploit  the  differences  in 
factor  endowment  in  the  process  of  devel- 
oping economies  of  scale.  The  develop- 
ment of  financial  services  shall  be  pur- 
sued through  deregulation  of  financial  re- 
gimes, mutual  adjustment  or  harmonisa- 
tion  of  financial  practices  and  liberalisa- 
tion of  trade  in  financial  services. 

3.  Transport  and  Communication.  Strat- 
egies need  to  mutually  adjust  or  harmon- 
ise laws,  regulations  ^nd  procedures  to 
smoothen  the  flow  of  goods,  services  and 
people.  Here  improvement  of  air  trans- 


portation and  services  shall  be  initiated 
by  Royal  Brunei  Air  by  soliciting  exten- 
tion  of  landing  rights  in  the  other  three 
nodes  of  the  quadrangle  for  its  transport 
and  passenger  planes  to  increase  the  prox- 
imity of  the  nodes  by  reducing  the  great 
physical  distances.  It  shall  provide  a  clear 
identification  of  complementarities  be- 
tween member  countries  of  the  subregion 
that  can  be  exploited.  It  should  also  offer 
financial  assistance  to  expand  airports  in 
Manado,  Balikpapan,  Pontianak,  Ku- 
ching,  Kota  Kinabalu,  Davao  to  make 
them  suitable  for  bigger  250  to  400  seat 
planes.  This  should  simultaneously  serve 
the  subregion  and  beyond  to  key  tourist 
markets.  Indosat  of  Indonesia  can  design 
the  expansion  of  the  telecommunication 
system  in  the  growth  quadrangle,  because 
of  its  experience  in  the  use  of  communica- 
tion satellites. 

4.  Power  and  Energy.  An  integrated  power 
grid  can  be  developed  in  North  Kaliman- 
tan (Serawak,  Brunei,  Sabah,  West  Kali- 
mantan, East  Kalimantan)  and  in  North 
Sulawesi  and  Southern  Mindanao.  A 
joint  development  of  geothermal  re- 
sources and  joint  exploration  of  oil  and 
gas  shall  also  be  put  on  the  subregion's 
development  agenda. 

5.  Human  Resources  Development.  Policy 
initiatives  shall  focus  on  development  of 
skills  for  higher  value-added  employ- 
ment, i.e.  process  and  product  innova- 
tion, and  for  promoting  inter- sectoral 
linkages.  Training  centres  in  hotel  and 
restaurant  management,  for  studies  in  the 
development  of  petroleum  and  natural 
gas  exploration,  for  conservation  and  en- 
vironmental management,  information 
technology  and  computer  software  devel- 
opment as  well  as  for  finance  and  busi- 
ness management  and  research  and  devel- 
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opment  management  shall  have  to  be 
established.  Training  should  also  be  de- 
signed and  provided  for  the  interpreta- 
tion and  dissemination  of  information 
which  is  highly  required  for  absorption  of 
information  in  the  subregion.  Thus  the 
need  to  build  up  subregional  capabilities 
to  absorb  and  innovative  and  produce 
new  technologies  is  utterly  crucial. 

For  the  immediate  development  of  the 
subregion' s  economy,  however,  a  gradual 
process  of  expanding  bilateral  linkages  in 
developing  the  factor  endowments  and  a 
solid  human  resource  base  in  accordance 
with  national  development  priorities  may  be 
a  better  guarantee  for  developing  BIMP- 
EAGA  than  the  various  ambitious  policies 
and  plans  to  directly  embark  on  a  quad- 
rangle advancement   of  the  subregion. 
Gradually,  national  development  priorities 
will  adjust  themselves  to  subregional  and  ini- 
tiatives and  produce  the  necessary  liberalisa- 
tion of  policies  to  realise  the  BIMP-EAGA 
concept. 

A  fundamental  question  to  be  posed  is 
whether  the  current  foreign  direct  invest- 
ment approach  will  be  the  best  one  to  indus- 
trialise the  various  nodes  of  the  quadrangle. 
The  FDI  approach  has  been  successful  in 
Western  Indonesia,  Peninsular  Malaysia  and 
Thailand  to  produce  high  economic  growth 
rates.  Yet  the  industrial  base  in  those  regions 
remains  narrow  and  lack  the  capacity  to 
move  towards  process  and  product  innova- 
tion in  comparison,  for  example,  to  South 
Korea  and  Taiwan.  Those  economic  suc- 
cesses have  not  produced  the  inter- industry 
linkages.  What  needs  to  be  developed  in  the 
first  place  is  the  capability  to  capture  the 
greatest  value  possible  of  a  process  or  pro- 
duct, i.e.  to  develop  the  capability  to  create 
higher  value-added  goods  and  processes. 


This  means  placing  the  highest  priority  on 
human  resources  development,  on  develop- 
ing indigenous  capability  to  absorb  and  in- 
novate technology  and  other  factors  of  pro- 
duction, and  to  manage  them.  This  will  have 
to  be  the  most  crucial  task  in  developing  the 
nodes  of  the  BIMP-EAGA  subregion. 

A  related  issue  is  the  tool  of  governance, 
i.e.   the  administrative  machinery  which 
plans,  implements,  monitors  and  provides 
guidance  on  policies  to  boost  the  develop- 
ment of  BIMP-EAGA.  The  structural  ad- 
justments which  are  being  pursued  in  the 
subregion  call  on  the  capabilities  of  adminis- 
trators to  be  flexible  and  foster  the  changes 
in  development  objectives.  Orientation  to- 
wards the  centre  should  be  accompanied  by 
the  focus  on  achieving  the  objectives  of  the 
BIMP-EAGA  project.  This  is  an  arduous 
task  given  the  fact  that  the  pull  towards  the 
centre  is  stronger  than  the  push  towards  the 
subregion.  The  tools  of  governance  in  the 
subregion  will  thus  require  more  than  just 
administrative  capabilities.  They  will  have  to 
be  able  craft  positions  and  policies  that  will 
cater  for  subregional  development  as  integral 
parts  of  national  development  policies  and 
plans.  This  will  have  to  be  accompanied  by 
policies  and  plans  to  develop  and  increase 
the  capabilities  of  the  subregional  ad- 
ministrative machinery  in  order  that  they  can 
develop  and  become  a  civil  service  subsystem 
with  a  high  degree  of  administrative  capa- 
bility and  political  neutrality.  This  will  re- 
quire the  creation  of  a  framework  of  law  and 
"intellectual  rights"  as  a  basis  for  decision- 
making. This  shall  not  only  take  place  in  the 
subregion  but  on  the  national  level  as  a 
whole  to  foster  the  economic  and  political 
transformation  in  the  country  and  in  the 
various  subregions.  The  next  step  is  the  need 
to  develop  a  transparent  and  capable  ad- 
ministrative apparatus  which  will  act  as  a 
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neutral  participant  in  the  debate  on  national 
and  subregional  policies  and  priorities. 
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Applicability  and  Transferability 
of  Southeast  Asian  Development 

Experience 

Mohammad  Sadli 


IN  this  paper  the  author  tries  to  describe 
a  number  of  political  and  economic  de- 
velopment experiences  in  Indonesia 
since  its  Independence  in  1945  and  speculate 
to  what  extent  these  have  some  relevance  for 
situations  in  Southern  Africa.  Applicability 
("relevance"  is  a  less  ambitious  term)  may 
be  easier  to  envisage.  Transferability,  on  the 
other  hand,  is  a  much  more  tenuous  proposi- 
tion. But  more  important  is  how  things  stand 
"in  the  eyes  of  the  beholder". 


An  Historical  Perspective  and  the 
Political  Dimension 

The  Legacy  of  the  Colonial  Regime 

Indonesia  obtained  its  independence 
through  a  political  and  social  revolution. 
The  political  revolution  was  the  struggle  with 
the  Dutch  colonial  government  which  tried 
to  reoccupy  the  country  immediately  after 
the  end  of  Worid  War  II.  This  armed  strug- 
gle lasted  until  1949  when  finally  the  Dutch 
handed  over  sovereignty  to  the  Indonesian 
Republican   government.   Indonesia  pro- 


claimed its  independence  much  earlier,  i.e., 
on  the  17th  of  August  1945. 

During  the  Second  Worid  War  the  coun- 
try was  occupied  by  the  Japanese  from  1942 
to  1945.  This  interregnum  was  politically 
crucial  because  the  national  movement  was 
freed  from  Dutch  control.  In  this  period  the 
ground  was  laid  for  the  successive  struggle  to 
establish  complete  independence  from  the 
Dutch.  The  cost  was  great,  in  terms  of  four 
years  of  armed  struggle  of  a  guerrilla  type 
with  scorched  earth  tactics  when  the  na- 
tionalists were  forced  to  retreat. 

Hence,  the  economic  cost  of  preparation 
for,  and  the  first  period  of,  independence, 
was  great.  The  economy  stagnated  and  re- 
trogressed from  the  Japanese  occupation 
time  until  1965,  that  is,  for  almost  one 
generation. 

The  first  period  of  independence  was 
characterised  by  a  political  (anti  Dutch)  and 
a  social  revolution  at  the  same  time.  That 
made  institution  building  much  more  dif- 
ficult. The  colonial  legacy  in  public  adminis- 
tration, on  the  one  hand  was  continued  but 
on  the  other  hand  was  very  suspect  in  the 
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eyes  of  the  new  political  masters.  There  was 
a  credo  to  do  away  with  all  institutions  left 
behind  by  the  colonial  masters.  One  top  na- 
tional leader,  and  he  was  the  only  economist, 
even  advocated  to  abolish  taxation  because 
that  was  a  colonial  tool  to  exploit  the  people. 
During  the  colonial  period  there  were  several 
peasant's  revolts  because  of  land  taxes  and 
other  retributions.  Therefore  there  was  a 
disinclination  to  enforce  taxation,  especially 
bearing  upon  the  common  and  rural  people. 
If  the  government  needed  money  (and  a  lot 
of  it)  it  rather  went  to  the  printing  press. 
Since  then  the  country  became  inflation 
prone,  until  today. 

Of  course  in  practice  the  new  nationalist 
government  could  not  do  without  the  (Indo- 
nesian) officials  left  behind  by  the  Dutch 
(and  Japanese)  colonial  administration  be- 
cause it  had  no  own  cadres  and  had  to  work 
with  whatever  mechanism  was  left,  but  the 
often  ambivalence  of  the  new  masters  made 
the  exercise  of  government  very  difficult. 

Some  of  the  countries  in  Southeast  Asia 
obtained  their  independence  through  peace- 
ful means,  for  instance,  the  former  British 
colonies.  Thailand  was  never  a  colony. 
Perhaps  this  is  the  reason  why  the  economy 
progressed  much  faster  in  Thailand,  Malay- 
sia and  Singapore  than  in  Indonesia.  But 
that  is  at  least  only  a  partial  explanation.  At 
the  end  of  World  War  II  the  Philippines  and 
Burma  were  at  a  higher  level  of  per  capita  in- 
come, but  both  are  now  at  the  bottom  be- 
cause of  post- independence  political  troubles. 

Indonesia  also  was  engaged  in  a  social  re- 
volution, that  is,  trying  to  democratise  an  in- 
digenous society  which  was  feudal  in  some 
sense  and  pre- modern  in  another.  The  re- 
volutionary ideal  was  to  establish  a  truly 
democratic  and  modern  society,  led  by  a 
meritocracy  based  on  education  and  na- 


tionalist values.  Specific  ethnic  cultural  pro- 
perties (e.g.,  language)  were  suppressed  in 
favour  of  a  new  "Indonesian"  political  cul- 
ture based  on  the  national  language,  the 
Bahasa,  which  was  not  the  language  of  the 
majority  ethnic  group  (i.e.,  the  Javanese) 
but  was  spoken  in  the  archipelago  close  to 
Singapore  and  Malaysia.  It  can  be  called  the 
modernised  Malay  language.  The  idea  of  a 
cultural  melting  pot,  suppressing  ethnic 
cultures,  in  a  way  was  started  by  the  colon- 
isers, i.e.,  the  Dutch  and  the  Japanese.  The 
Dutch,  however,  never  encouraged  the 
Bahasa  Indonesia,  while  the  Japanese  did  so, 
because  they  could  not  introduce  the  Ja- 
panese language  immediately  and  wanted  to 
get  rid  of  Dutch. 

Our  neighbours,  which  inherited  the 
former  British  colonies,  stuck  with  English 
as  the  lingua  franca,  and  fared  better,  at  last 
so  far. 

The  lesson  that  one  could  learn  from  the 
Indonesian  political  experience  is  that  a  "re- 
volution" (i.e.,  destruct  and  build  anew)  is  q 
very  difficult  enterprise.  If  the  political  com- 
pulsion for  doing  so  is  great,  then  not  much 
can  be  done.  But  a  wise  national  leadership 
should  be  able  to  strike  a  balance.  If  old 
systems,  institutions  and  rules  should  be  dis- 
carded or  reformed,  do  not  throw  away  the 
baby  with  the  bathwater.  Radicalism  seldom 
pays  if  economic  reconstruction  and  devel- 
opment, and  improving  the  prosperity  of  the 
common  people,  are  the  major  objectives. 

However,  such  a  judgment  is  based  on  a 
pragmatic  principle,  not  on  doctrinaire 
tenets.  That  outlook  was  exactly  what  the 
Soeharto  government  changed  when  it  took 
over  from  the  previous  Soekarno  regime. 
The  previous  (founding  fathers)  regime  was 
revolutionary  and  doctrinaire  in  outlook, 
while  the  (new)  Soeharto  regime  did  not  have 
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much  choice  rather  than  to  be  pragmatic. 
Pragmatism  does  not  mean  that  you  throw 
away  all  previous  political  tenets  (which  may 
be  deeply  ingrained  in  people's  mind)  but  try 
to  find  accommodations  and  institute  re- 
forms to  achieve  the  new  objectives:  eco- 
nomic growth  and  development,  and  the  wel- 
fare of  the  people. 

Another  legacy  of  the  centuries  old  col- 
onial regime  was  the  presence  of  a  significant 
Chinese  minority  in  almost  all  countries  of 
Southeast  Asia.  The  closer  to  China  the 
greater  the  percentage  of  this  minority.  For 
Indonesia  this  percentage  is  about  two  per 
cent;  it  is  bigger  in  the  Philippines  and  more 
than  twice  in  Thailand.  These  "overseas 
Chinese"  communities  are  playing  a  very  im- 
portant role  in  the  host  countries.  They  prac- 
tically controlled  commerce  and  later  also  in- 
dustry. They  are  the  entrepreneurial  class 
par  excellence  in  a  universe  of  indigenous 
peoples  who  are  less  entrepreneurial  inclined. 
The  indigenous  population  is  rooted  in  pea- 
santry while  its  aristocracy  is  inclined  to- 
wards government  and  the  military. 

The  first  generation  nationalists,  es- 
pecially of  the  social  revolutionary  type, 
often  want  to  clean  the  society  from  rem- 
nants of  the  previous  period,  especially  those 
elements  which  have  been  perceived  as  asso- 
ciated with  the  colonial  overlords  as  middle- 
men or  even  henchmen.  Hence,  during  the 
first,  revolutionary,  period,  there  were  at- 
tempts to  throw  out  the  Dutch,  the  other 
foreign  interests  and  the  Chinese  to  the  ex- 
tent the  latter  did  not  want  to  embrace  Indo- 
nesian citizenship.  The  nationalisation  of 
foreign  enterprises  in  1957  and  the  two  times 
expulsion  of  the  Chinese  and  economic  dis- 
crimination of  those  left  behind  did  not  do 
the  economy  much  good  but  was  regarded  as 
the  political  price  to  set  up  a  genumely  na- 
tional economy. 


The  first  regime  was  socialist  oriented, 
like  the  Indian  government  then,  and  tried  to 
set  up  a  planned  economy  which  became  a 
command  economy,  and  where  public  enter- 
prises dominated  the  commanding  heights. 
Under  the  pragmatic  regime  of  President 
Soeharto  this  doctrinaire  compulsion  was  re- 
pressed but  the  new  government  did  not  go 
overboard  towards  full  privatisation  either. 
The  shackles  imposed  on  private  enterprise 
were  removed  but  the  state  enterprises  were 
not  hquidated. 


The  Formation  of  a  Nation  State 

Many  of  the  founding  fathers  studied  in 
Holland  or  in  Dutch  schools  in  the  Dutch 
East  Indies.  They  had  an  inclination  to  copy 
the  political  institutions  in  Holland  when 
they  instituted  parliamentary  democracy  in 
the  independent  republic.  That  meant  proli- 
feration of  political  parties  and  political 
movements  and  parties  based  on  religious  or 
ideological  grounds.  We  had  political  parties 
and  labour  unions  based  on  religion  (Islam, 
Catholic,  Protestant)  and  ideologies  (nation- 
alism, socialism  and  communism).  In  the  de- 
cades of  the  late  forties  and  in  the  fifties  gov- 
ernments were  weak  coalitions  often  not 
lasting  half  a  year. 

After  the  system  faced  its  ultimate  un- 
productivity.  President  Soekarno  took  over 
as  a  strong  executive  and  instituted  the 
"Guided  Democracy".  Over  time  this  also 
did  not  work  out  well  because  the  Soekarno' s 
political  system  was  based  on  his  conviction 
that  there  are  three  broad  political  forces 
and  movements  in  Indonesia:  nationalism, 
Islam,  and  communism.  Actually,  the  army 
was  another  political  and  ideological  force 
(non  doctrinaire  nationalism)  since  the  in- 
ception of  the  republic  and  it  remained  play- 
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ing  an  important  (power)  political  role.  In 
the  end  there  was  a  showdown  between  the 
most  powerful  political  rivals:  the  com- 
munist party  and  the  army.  In  the  traumatic 
poUtical  crisis  of  1965  the  army  won  and 
eradicated  its  arch  enemy. 

Hence  the  political  development  in  In- 
donesia proceeded  by  perhaps  naively 
emulating  the  political  system  of  the  old 
metropoHtan  country.  Over  time  the  political 
forces  crystallised  and  an  oligopoly  emerged, 
at  times  engaged  in  cutthroat  competition. 
Under  the  present  regime  only  three  major 
parties  are  given  a  role:  the  majority  govern- 
ment "coalition  of  functional  groups"  (Gol- 
kar), one  Moslem  party  and  an  amalgamated" 
Nationalist  Party  in  which  the  previous 
Catholic  and  Protestant  parties  merged  but 
where  the  old  (Soekarno)  Nationalist  Party 
became  the  nucleus.  The  labour  union  move- 
ment is  separated  from  the  poUtical  parties, 
where  in  former  days  it  was  an  extension  of 
the  ideologically  inclined  political  parties. 
This  system  has  become  much  more  govern- 
able. 

But  there  was  no  real  freedom  of  associa- 
tion and  after  30  years  the  system  looks  like 
having  difficulties  accommodating  the  new 
political  and  social  popular  aspirations. 
Hence  what  the  future  will  hold  is  difficult  to 
foresee,  but  this  system  at  least  has  served  to 
buttress  the  political  stability  of  the  country. 
And  without  it  real  and  lasting  economic  de- 
velopment would  have  been  difficult  to  im- 
agine. 

The  country  never  went  for  a  one  party 
system  as  other  developing  countries  did, 
emulating  the  Soviet  type  Socialist  system. 
On  the  other  hand,  Asia  has  a  number  of 
countries  where  one  dopiinant  party  ruled 
for  a  long  time.  Whether  coalitions  are  in- 
trinsically better  is  a  moot  question.  But  it  is 


good  to  be  somewhat  agnostic  about  best  so- 
lutions. There  are  no  such  things  as  a  priory. 

Effective  political  democracy  has  also 
other  dimensions  and  other  actors  should  be 
recognised.  A  strong  and  professional 
bureaucracy  is  very  important.  That  is  pro- 
bably the  lessons  from  Thailand.  Govern- 
ments, coalitions  and  cabinets  come  and  go 
but  the  economy  of  the  country  remained  in 
the  steady  hands  of  the  bureaucracy,  espe- 
cially of  the  central  bank  and  the  ministry  of 
finance.  The  Thai  baht  has  been  virtually 
stable  since  the  fifties  (then  20  baht  to  one 
US  dollar,  now  26  baht)  and  the  inflation 
low.  The  former  colonial  bureaucracy  in 
Malaysia  and  Singapore  is  also  pretty  much 
maintained  although  now  manned  by  na- 
tionals. Thailand  has  the  King  as  an  addi- 
tional force  of  stability  but  that  is  unique. 
Malaysia  has  also  a  King  but  that  is  part  of 
the  political  accommodation  between  the 
modern  political  forces  (the  parties)  and  the 
old  ruling  aristocracy.  The  system  is  working 
well  in  Malaysia. 

In  Indonesia,  where  some  people  are  less 
sanguine  about  parliamentary  democracy, 
the  influence  of  an  active  press,  manned  by 
young  journalists,  provides  colour  and  spice 
to  the  otherwise  dull  and  predictable  out- 
come of  party  politics.  This  press  is  of  course 
part  of  the  total  political  system  and  hence 
has  to  observe  the  same  limitations,  but  this 
third  estate  is  alive  and  kicking  today. 

The  newest  actors  in  the  political  and 
social  scene  are  the  NGOs.  There  are  many 
NGOs  with  different  orientations.  The 
human  rights  and  the  environmental  move- 
ments are  probably  the  strongest.  They  can 
mobilise  public  opinion,  especially  among 
the  young  generation.  They  have  links  with 
their  international  networks  and  thus 
become  part  of  an  international  movement 
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and  force  which  national  governments  have 
to  take  into  account.  Their  relations  with  the 
government,  however,  have  been  ambivalent 
and  part  of  the  government  looks  at  them 
with  suspicious  eyes  because  of  the  interna- 
tional links  and  often  because  of  foreign 
funding.  For  whom  do  those  NGOs  speak 
and  to  whom  are  they  accountable?  This 
political  ambivalence,  at  least  from  the  part 
of  the  government,  has  to  be  judged  against 
the  background  of  controversy  about  human 
rights  issues,  and  other  "new  issues",  in 
which  the  West  on  the  one  hand  and  the 
newly  independent  or  developing  countries 
on  the  other  hand  do  not  see  eye  to  eye.  The 
developing  countries  complain  that  the  West, 
especially  Europe,  drums  up  these  demands 
while  on  the  other  hand  its  readiness  to  give 
financial  assistance  to  developing  countries 
is  dwindling.  These  new  issues  are  "cheap", 
i.e.,  costing  no  or  little  (aid)  money,  while 
the  old  issues  of  development  assistance 
costs^a  lot  of  money  for  which  Europe  does 
not  seem  to  have  appetite  much  longer. 

JVhat  lessons  does  the  Indonesian  exam- 
ple suggest?  We  do  not  know  whether  the 
price  of  political  stability,  by  itself  the  pre- 
condition for  sustainable  economic  devel- 
opment, is  worth  paying.  For  the  common 
people,  including  those  living  in  the  rural 
areas,  the  current  prosperity  is  real,  but  at 
times  they  also  have  to  pay  a  political  price 
of  restricted  access  to  protection  of  basic 
rights.  The  local  and  district  administrators 
are  effective  pushers  of  top  down  develops- 
ment  schemes  and  projects  but  sometimes 
slighting  people's  right  of  property  and  land 
holdings.  If  the  higher  echelons  are  target 
conscious  then  these  lower  echelons  see  to  it 
that  the  objectives  are  met.  That  is  why  the 
constructions  of  large  dams  (for  which  many 
farmers  have  to  be  removed  from  their 
grounds),  the  resettlement  (or  called  "trans- 
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migration"  schemes  of  Javanese  farmers  in  i 
the  other  islands,  and  even  the  execution  of  \ 
family  planning  (supply  side  oriented  popu-  ] 
lation  control  schemes)  are  drawing  criticism 
from  (especially  international)  NGOs.  But  in 
the  old  times  the  construction  of  those  mag- 
nificent Asian  temples  has  also  entailed  slave 
or  forced  labour. 

The  army  is,  or  has  been  playing  a  po-  i 
litical  role  in  many  newly  independent  coun-  j 
tries.  Its  inclinations  are  often  less  demo-  j 
cratic.  Its  approach  to  societal  problems  is  ! 
"  security  oriented' ' .  On  the  other  hand,  po-  ) 
litical  parties  in  these  young  countries  are 
often  also  not  open  systems.  Membership  ' 
can  be  restricted  along  religious,  ethnic  or 
tribal  lines,  and  party  loyalties  centred 
around  charismatic  leaders.  Political  parties 
can  proliferate  the  political  system  and  do 
not  always  represent  the  (economic)  interest 
of  the  people.  Proliferation  of  political  par-  ; 
ties  can  make  the  country  ungovernable.  The  ' 
army  can  provide  security  and  political  stab-  ' 
ility,  although  that  is  not  always  guaranteed,  > 
neither  whether  such  stability  delivers  pros-  i 
perity  for  the  people.  \ 

In  a  significant  number  of  countries  in  i 
Asia  the  army  has  played  a  stabilisation  role  j 
to  regimes  which  can  then  address  economic  ) 
development.  Often  such  an  army  has  a  pro- 
fessionally trained  cadre  and  its  leadership  is  ] 
economic  development  oriented.  It  is  in-  | 
clined  to  share  administrative  responsibility,  ; 
if  not  power,  with  a  civilian  technocracy.  i 
The  political  problem  then  is  how  to  reduce 
its  direct  role  in  civilian  affairs  appropriate 
with  the  development  of  civil  society,  which 
by  itself  is  a  by-product  of  prosperity. 

There  are  no  predictable  courses.  In 
Thailand,  Taiwan  and  Korea  it  took  time, 
one  or  two  decades  since  a  watershed  event. 
The  army's  role  has  to  "wither  away".  The 
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speed  depends  on  the  rise  of  "countervailing 
forces"  in  the  bureaucracy,  the  middle  class, 
the  political  parties  and  other  parts  of  civil 
society.  PoUtical  education  can  play  a  role, 
also  within  the  officers'  corps.  Supplement- 
ary training  and  education  of  the  officers  in 
the  West  can  help  because  they  will  be  ex- 
posed to  societal  values  in  the  host  society. 

What  can  Africa  learn  from  the  role  of 
the  military  in  East  and  Southeast  Asia?  We 
dare  not  say.  But  the  role  of  the  mihtary  is 
important  enough  to  merit  serious  study. 
The  exchange  of  experiences  and  dialogues 
between  Asia  and  Africa  should  not  be  hm- 
ited  to  the  "direct"  actors  of  economic  de- 
velopments: bureaucrats,  economists,  acade- 
micians, but  also  should  include  interactions 
between  the  components  of  civil  society  and 
the  military. 

The  Economic  Dimension 

Macro-Economic  Policy 

The  government  of  President  Soeharto 
which  came  to  power  in  1966  changed  the 
basic  economic  policy  orientation  from  the 
socialistically  inclined  statist  and  a  command 
economy  from  the  first  period  of  independ- 
ence to  a  more  market  oriented  economic 
management  where  price  signals  from  the 
market  were  more  observed.  In  a  way  it  was 
a  radical  departure,  but  in  other  respects  the 
process  was  gradual  or  step  by  step. 

In  Indonesia,  deregulation  of  the  statist 
economy  and  greater  observance  of  the  mar- 
ket economy  was  started  in  an  "economic 
stabilisation"  period  where  the  runaway  in- 
flation of  some  600  per  cent  per  annum  was 
curbed  by  strict  adherence  to  a  "balanced 
budget".  It  was  not  a  balance  in  the  true 


sense  of  the  word,  but  inclusive  of  foreign 
aid  revenues.  The  main  objective  was  to  pre- 
vent the  government  having  easy  access  to 
the  money  printing  press,  thereby  limiting 
the  growth  of  money  supply  and  curbing  inh 
flation. 

It  worked  and  in  a  few  years  the  inflation 
was  curbed  till  lower  than  double  digit  and 
to  single  digit  levels.  There  was  no  complaint 
of  contraction  of  social  spending  (like  in 
Sub-Sahara  Africa)  because  there  was  no- 
thing at  the  start.  That  was  probably  the 
"blessing"  of  coming  out  from  a  deep  crisis. 
Things  can  only  look  better. 

The  price  mechanism  was  freed  by  an 
early  discarding  of  the  strict  foreign  ex- 
change regime.  But  even  this  did  not  come 
overnight,  and  the  new  regime  waited  for 
some  three  years  to  enact  this.  Before,  it 
loosened  the  grip  by  giving  exporters 
bonuses  through  a  partial  export,  receipts  re- 
tention scheme,  where  the  degree  of  reten- 
tion was  increased  every  year.  In  1970  the 
whole  foreign  exchange  regime  was  abol- 
ished, including  controls  of  capital  accounts. 
The  gamble  was  that  residents  (mainly  di- 
rected at  the  Chinese  business  community) 
will  repatriate  their  savings  parked  outside 
the  country  if  they  are  assured  that  they 
bring  them  out  any  moment  when  becoming 
nervous.  This  free  foreign  exchange  regime 
was  also  to  reinforce  the  new  foreign  invest- 
ment encouragement  poHcy.  Foreign  in- 
vestors would  be  more  at  ease  if  they  see  that 
the  government  is  treating  its  own  nationals 
well.  Matter  of  fact,  the  new  government 
gave  its  nationals  more  investment  facilities, 
such  as  access  to  subsidised  investment 
credits  from  government  banks  (not  avail- 
able to  foreign  investors,  who  should  bring 
all  their  capital  requirements  from  abroad). 
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Because  of  budget  limitations  the  govern- 
ment could  not  afford  to  bring  civil  servants' 
salaries  up  to  market  levels.  Hence  it  must 
guarantee  their  basic  needs,  such  as  food  and 
housing,  at  affordable  rates.  It  therefore  in- 
stituted a  logistical  board  for  the  distribution 
of  food,  cooking  oil  and  kerosene  to  selected 
groups  in  the  society,  mostly  government 
employees  and  the  military,  which  exists 
even  up  till  today.  Its  function  was  extended 
to  act  as  a  price  stabihsation  tool  for  some 
agriculture  products.  Today  such  an  agency 
is  regarded  as  an  anachronism  by  several 
quarters,  including  the  multilateral  institu- 
tion, but  some  habits  (of  a  political  regime) 
die  hard. 

The  "lesson"  one  can  speculate  on  is: 
what  are  the  conditions  which  will  produce 
or  trigger  a  much  needed  reform?  In  the  past 
those  have  been  "crises"  where  the  govern- 
ment "stood  with  its  back  against  the  wall". 
Decisions  on  major  reforms  incurring  (eco- 
nomic, social  or  political)  sacrifices  or  costs 
are  political  decisions  which  are  not  made  in 
a  vacuum.  External  or  international  pres- 
sures can  help,  but  if  things  turn  sour  for  the 
political  leadership,  those  external  agents 
will  not  always  be  around  to  provide  help. 
At  other  times,  however,  there  have  been 
situations  where  between  external  donors 
and  national  governments  there  has  been 
mutual  trust.  The  Indonesian  situation  be- 
tween 1967  and  1973  (the  difficult  early  re- 
form and  stabilisation  period,  before  the 
start  of  the  first  oil  boom)  is  such  a  case. 
There  was  mutual  trust  and  respect  between 
the  IMF,  World  Bank  and  the  aid  consor- 
tium on  the  one  hand  and  the  government, 
especially  the  economic  technocrats  (the  so- 
called  Berkeley  Mafia)  on  the  other  hand. 
Such  a  situation,  however,  is  an  historical  in- 
cident and  can  hardly  be  emulated  in  other 
countries  and  in  other  eras.  But  perhaps  one 


element  or  component  in  the  situation  can  be 
recognised:  professional  parity  between  the 
partners  (or  counterparts)  in  the  exercise. 

Actually,  a  more  basic  "lesson"  would 
be  the  change  of  policy  priority  that  came 
with  the  change  in  political  regime,  the  ear- 
her,  i.e.,  Soekarno  regime  was  not  economic 
development  oriented.  Soekarno  was  the 
father  of  independence  and  was  more  con- 
cerned  about  political   and  ideological 
priorities,  such  as  the  liquidation  of  the  rem- 
nants of  colonialism.  He  was  a  "destruct 
and  build  anew"  man.  Soeharto,  instead, 
made  economic  reconstruction  and  develop- 
ment top  priority,  and  all  other  policy  objec- 
tives have  to  serve  this  end.  For  instance,  in- 
ternational relation  policy  was  to  support 
domestic  economic  development  and  thus 
foreign  aid  policy  received  top  priority.  The 
security  aspect  of  foreign  policy  was  directed 
at  building  up  ASEAN  (a  regional  arrange- 
ment) so  that  neighbourly  conflicts  will  not 
escalate  and  threaten  the  process  of  eco- 
nomic reconstruction. 

Such  a  reorientation  of  national  priorities 
may  have  a  chance  in  Sub-Saharan  Africa 
after  the  first  generation  political  leaders 
give  way  for  a  younger  generation.  But  that 
will  of  course  only  mean  a  partial  fulfillment 
of  pre-conditions.  The  younger  generation 
political  leaders  may  fall  prey  to  other  pit- 
falls, like  ethnic  strife,  civil  wars,  confusing 
demands  of  the  donor  community,  which 
may  stand  in  the  way  for  the  emergence  of  a 
strong  national  consensus  to  priorities  eco- 
nomic development. 

There  is  also  a  difference  between  the  In- 
donesian exercise  of  major  reforms  of  policy 
(orientation)  in  the  late  sixties  at  the  begin- 
ning of  the  Soeharto  "New  Order".  The  ini- 
tial (social)  conditions  were  so  bad  in  1966 
(the  legacy  of  the  Soekarno  regime)  that  the 
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"balanced  budget"  exercise  did  not  make 
those  conditions  worse.  There  was  no  cutting 
of  expenditures  for  social  services  because  in 
the  previous  period  there  was  practically 
nothing.  The  desperation  of  the  initial  condi- 
tions made  the  policy  reforms  painless. 
Western  foreign  aid  which  could  be  used  for 
government  (social)  expenditures  was  an  ad- 
ditional boon. 


Institution  Building,  Planning  and 
Human  Resource  Development 

Institution  building,  whether  this  is  done 
deliberately  and  by  design,  or  less  so,  is  a 
very  important  process  of  making  the  new 
economic  policies  survive  a  long  time.  The 
new  policies  were  very  dependent  upon  the 
personalities  which  came  with  the  new  re- 
gime. But  how  can  tfiese  policies  be  "institu- 
tionalised", meaning  that  they  will  continue 
after  the  first  generation  of  new  policy 
makers  will  leave  the  scene?  Much  of  it  was 
being  done  without  specific  institution  build- 
ing poUcies  but  President  Soeharto  longevity 
of  office  (1966  until  now)  and  the  stabihty  of 
his  early  team  of  economists  who  over  time 
occupied  many  crucial  economic  cabinet 
positions  (i.e.,  planning,  finance,  central 
bank,  trade)  contributed  very  much  for  the 
making  the  policies  stick  and  rooted  in  the 
governmental  set  up  and  unchallenged  in 
parliament  and  the  public. 

The  "balanced  budget  policy"  is  still  up- 
held today  as  something  of  a  doctrine,  al- 
though in  its  implementation  there  should  be 
amendments.  Since  this  principle  is  in 
essence  a  policy  tool  to  curb  or  limit  infla- 
tion, it  actually  needs  a  flexible  interpreta- 
tion over  time  (which  it  did  not). 


First,  balance  should  be  interpreted  over 
a  cycle.  In  some  years  there  could  be  deficits 
if  in  other  years  there  is  a  surplus.  Second,  in 
an  expanding  economy  with  higher  govern- 
ment expenditures,  a  balanced  budget  every 
year  could  be  inflationary.  Third,  if  at  a  later 
stage  the  private  sector  becomes  very  expan- 
sionary, the  government  budget  should  pro- 
duce a  surplus  as  an  offset  to  keep  inflation 
under  control.  Fourth,  with  increasing  debt- 
service- payments  on  the  government's  inter- 
national debt,  the  monetary  effect  of  the 
budget  became  contractionary.  Such  an  ef- 
fect, however,  is  not  always  unwelcome. 
Fifth,  outside  the  government  budget,  there 
is  a  large  sector  of  para-statals  and  gov- 
ernment enterprises,  and  these  can  be  the 
source  of  credit  expansion  and  such  is  not 
always  market  driven  but  can  be  influenced 
by  poUtical  motivations.  There  is  no  "doc- 
trine", however,  to  guide  the  expansions. 
Hence,  the  balanced  budget  doctrine  over 
time  had  limited  effect  on  curbing  inflation. 
But  there  is  pressure  enough  to  limit  infla- 
tion to  single  digit. 

The  annual  preparation  of  the  govern- 
ment budget,  including  the  capital  budget 
which  is  partly  financed  by  foreign  aid,  and 
its  routine  presentation  to  the  parliament  in 
early  January  also  became  institutionalised 
and  contributed  to  discipline  in  the  financial 
affairs  of  the  government.  What  is  less  dis- 
ciplined, however,  is  the  policy  of  financing 
state  enterprises  through  credits  of  the  state 
banks  and  the  central  bank,  and  these 
(could)  become  the  new  source  of  inflation. 

More  recently,  in  line  with  global  trends, 
the  role  (and  size)  of  the  government  is 
shrinking  in  favour  of  the  private  sector. 
This  trend  is  actually  more  "circumstances 
driven"  rather  than  really  planned,  al- 
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though  "deregulation"  has  become  part  of 
the  new  credo.  What  limits  expansion  of  the 
role  of  the  government  is  the  increasing  debt- 
service  burden,  in  dollar  terms  and  inclusive 
of  interest  payments,  which  became  well 
over  the  amount  of  new  credits  and  aid  re- 
venues. 

The  planning  process  has  undergone  ma- 
jor changes  over  time.  In  the  first  period  of 
command  and  statist  economy  the  national 
plan  was  a  document  only  reflective  of  na- 
tional aspirations  and  ideological  objectives. 
Because  of  high  inflation,  suppressed  prices 
and  acute  foreign  exchange  scarcity,  plan 
figures  and  reality  were  way  out  of  line. 

During  the  Soeharto  regime  the  five  year 
plan  and  the  annual  budgets  became  very 
serious  policy  guidelines.  However,  the  plan 
only  controls  the  government  public  sector 
in  numerical  terms.  The  plan  was  in  effect  a 
public  sector  development  plan  (infrastruc- 
ture, social  spending,  defence  spending, 
etc.).  The  development  of  the  private  sector, 
e.g.,  industry,  was  directed  only  by  broad 
policy  outlines.  The  plan  became  a  "policy 
plan". 

In  human  resources  development  the 
highest  priority  was  given  to  expansion  of 
primary  education.  The  goal  was  to  provide 
a  school  bench  for  every  child  in  the  age 
group.  The  underlying  idea  was  that  agri- 
culture extension  requires  a  population 
which  can  read,  write  and  do  calculations. 
For  the  early  period  of  industrialisation  the 
need  is  for  trainable  workers,  and  primary 
education  is  regarded  enough,  in  line  with 
the  Japanese  experience  in  the  Meiji  period. 

For  further  industrialisation,  a  cadre  of 
skilled  workers,  machine  operators  and  fore- 
men required  secondary  and  technical  educa- 


tion, which  became  the  objective  in  subse- 
quent planning.  By  now,  however,  only 
about  one- third  of  the  relevant  age  group 
can  be  accommodated  in  secondary  schools. 
The  limiting  factor  is  the  supply  of  teachers, 
tools  and  instruments  for  technical  schools. 

Tertiary  education  only  can  accom- 
modate some  ten  per  cent  of  the  relevant 
cohort,  and  most  of  it  is  in  humanities  and 
social  sciences.  Equipping  technical  univer- 
sities is  a  much  greater  problem.  The  govern- 
ment has  received  a  great  number  of  scholar- 
ships from  international  aid  agencies  and  the 
World  Bank  for  tertiary  education  abroad. 
The  upper  staff,  even  economic  ministers, 
have  been  mostly  educated  abroad  thanks  to 
the  various  international  aid  facilities  and 
private  foundations.  Indonesia  has  practical- 
ly never  suffered  from  permanent  brain 
drain,  except  for  a  number  of  Chinese 
medical  doctors  and  perhaps  other  profes- 
sionals, but  today,  with  plenty  of  oppor- 
tunities at  home,  even  this  outflow  is  becom- 
ing smaller.  The  economic  ministers  came 
mostly  from  a  University  of  California  at 
Berkeley  training  program  financed  by  the 
Ford  Foundation,  originally  destined  to 
strengthen  the  economics  faculty  at  the  Uni- 
versity of  Indonesia.  Graduates  from  the 
Rotterdam  school  of  economics  also  played 
an  important  part  in  the  administration  of 
President  Soeharto,  while  Professor  Ha- 
bibie, a  German  technology  graduate,  and 
his  group,  is  manning  key  positions  in  high- 
tech industry. 

The  number  of  middle  school  and  univer- 
sity trained  engineers  is  still  far  short  of  the 
requirement  for  today's  industrialisation 
and  that  is  somewhat  holding  up  the  entry  of 
new  foreign  investments,  especially  in 
engineering  and  component  supplying  in- 
dustries needed  by  the  industries  relocating 
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from  Japan,  Korea  and  Taiwan.  The  scarcity 
of  engineers  even  leads  to  the  situation  that 
many  of  them  land  in  managerial  positions 
too  soon. 

The  number  of  graduate  economists  is 
enough  to  man  government  departments  but 
universities  still  struggle  with  absence  of  a 
critical  mass  to  establish  quahty,  peer  pres- 
sure and  self- propagation.  Quality  develop- 
ment is  hampered  because  of  overload  of 
teaching  and  contract  research  work  for  ad- 
ditional income. 

The  number  and  quality  of  practitioners 
of  the  legal  profession  is  also  still  inade- 
quate. Legal  reform  is  proceeding  at  a  snail's 
pace.  Compared  with  the  Philippines,  which 
has  an  abundance  of  legal  talents,  the  Indo- 
nesian situation  may  probably  be  a  blessing 
in  disguise  for  political  development.  But  a 
modern  business  economy  requires  a  sizable 
legal  profession,  up-to-dateness  and  greater 
transparency  of  the  legal  system. 

For  the  time  being  shortfalls  in  these  pro- 
fessions, including  for  middle  and  top  level 
management,  can  be  made  up  by  importa- 
tion, and  fortunately  the  supply  in  the  mar- 
ket for  less  expensive  Asian  personnel  is  ade- 
quate. Families  who  are  now  becoming  pros- 
perous can  afford  to  send  their  children  for 
overseas  education  and  their  return  record  is 
good.  But  in  the  region,  Singapore,  Malay- 
sia, Philippines  and  Thailand  are  better 
equipped  than  Indonesia.  But  that  reflects 
also  the  ranking  in  progress  of  economic  de- 
velopment and  per  capita  income. 


The  Enterprise  Sector 

The  typical  situation  in  the  enterprise  sec- 
tor in  many  developing  countries  should  be 


taken  into  account.  The  indigenous  private 
enterprise  sector  is  often  still  weak.  Because 
of  this  and  because  of  statist  inclinations  of 
the  government,  the  state  enterprises  often 
dominate  the  medium  and  large  scale  sector, 
leaving  small-scale  and  micro- enterprises  to 
indigenous  entrepreneurs. 

Often  there  are  alien  minorities  with  an 
entrenched  role  in  business,  as  a  left-over 
from  the  colonial  period.  Such  is  the  Chinese 
in  Southeast  Asia,  the  South  Asians  in  East 
Africa  and  the  Lebanese  in  West  Africa. 
These  alien  minorities  can  be  seen  as  an  eco- 
nomic asset  to  the  country,  but  other  polit- 
ical leaders  have  seen  them  as  a  part  of  the 
colonial  system  which  has  to  be  uprooted. 
Everywhere  in  Southeast  Asia  and  in  Sub- 
Saharan  Africa  one  sees  the  change  of  heart 
of  the  leadership,  which  at  the  second  gener- 
ation is  becoming  more  pragmatic. 

The  same  ambivalence  can  be  seen  to- 
ward foreign  enterprise.  The  big  metro- 
politan trading  houses  were  more  vulnerable 
to  the  accusation  of  exploitation,  as  com- 
pared to  manufacturing  enterprises.  In  Indo- 
nesia, the  (Big  Five)  Dutch  trading  houses 
could  not  survive  the  fifties.  Oil,  mineral  and 
other  extractive  industries  are  regarded 
crucial  to  the  national  interest  and  often  sub- 
ject to  nationalisation  or  stronger  control  by 
the  central  government. 

Because  in  the  end  the  ultra  nationalistic 
economic  policies  did  not  bear  fruit  and  na- 
tionalisation did  not  improve  the  economy 
of  the  country,  the  encouragement  of  for- 
eign investment  became  fashionable  again  in 
the  nineties.  Most  Sub-Saharan  African 
countries  now  are  engaging  in  promotion  of 
foreign  direct  investments. 

The  question  is:  why  have  the  FDIs 
responded  much  more  positively  in  South- 
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east  Asia  (e.g.,  Indonesia,  Vietnam,  Myan- 
mar)  than  in  most  Sub-Saharan  Africa  (out- 
side South  Africa)?  Even  in  Kenya,  where 
according  to  a  Japanese  businessman  there 
are  some  1,000  Japanese  living  in  Nairobi, 
when  asked  about  the  vigour  of  entry  of  new 
FDIs,  he  failed  to  respond  enthusiastically. 
Questioned  why,  he  could  not  pinpoint  the 
problem.  Is  it  because  of  the  political  com- 
plications or  because  the  country  still  has  no 
firm  track  record  South  Africa,  and  its  gov- 
ernment has  pumped  large  aid  money  into 
the  country. 

The  East  and  Southeast  Asian  region  was 
always  regarded  as  the  natural  ground  for 
business  expansion  to  the  Japanese.  They 
feel  comfortable  out  there.  Africa,  on  the 
other  hand,  they  always  have  regarded  as  the 
"natural  territory  of  Europe"  and  they  are 
shy  intruding  into  this  backyard.  Well,  even 
if  that  is  true,  things  can  change  in  today's 
fast  moving  world. 

Many  foreign  investors  watch  how  the 
host  government  treats  its  own  citizens:  with 
or  without  discrimination,  with  stability  and 
transparency  of  rules,  or  what?  And  here  lie 
the  new  problems.  National  governments, 
such  as  now  in  Malaysia  and  Indonesia, 
want  to  give  the  indigenous  business  sector 
more  encouragement  than  applied  to  the 
non- indigenous.  In  Malaysia  there  is  a  set  of 
policies  for  affirmative  actions  with  targets 
and  time  tables.  In  Indonesia  the  govern- 
ment does  not  like  to  work  with  open  dis- 
crimination because  "all  citizens  (indigenous 
and '  non-indigenous)  are  alike".  On  the 
other  hand,  without  caring  for  the  promo- 
tion of  the  weak  sector  of  indigenous  enter- 
prise (also  the  small  and  micro  enterprise  in 
the  informal  sector)  the  political  backing  in 


urban  areas  will  diminish.  Hence,  openly  or 
discretely,  the  national  governments  have  to 
engage  in  promotion,  discrimination  and  af- 
firmative actions.  In  Malaysia,  however,  this 
does  not  seem  to  hinder  economic  growth  a 
bit.  The  foreigners  and  the  Chinese  accept 
the  targets  for  enhancement  of  corporate 
assets  for  bumiputras  (meaning  Malay  in- 
digenous) without  much  nervousness.  Is  it 
solely  because  high  economic  growth  breeds 
confidence  (that  there  is  room  for  every- 
body)? Or  because  in  Malaysia  the  Chinese 
are  part  of  the  ruling  coalition? 

Privatisation  is  now  fashionable  and 
most  African  countries  are  not  clinging  to 
the  idea  of  state  enterprises  at  the  comman- 
ding heights  of  the  national  economy.  On 
the  other  hand,  privatisation  of  state  enter- 
prises need  not  to  be  done  wholesale  and  in  a 
new  doctrinaire  manner.   The  Japanese 
counsel  to  developing  countries  (as  expressed 
by  Prof.  Hirono  of  Seikei  University  in  a  De- 
cember 19-21  meeting  in  Seychelles  for  East- 
ern and  Southern  African  countries)  is  that 
major  reforms  should  be  handled  cautiously 
in  a  step-by-step  or  phase-by-phase  fashion. 
Interesting  is  a  conclusion  of  this  post 
Harare  and  post-TICAD  meeting  (in  Sey- 
chelles): "16.  The  adoption  of  a  pragmatic 
view  to  Privatization  of  State  owned  and 
operated  enterprises,  with  a  focus  on  the  in- 
termediate stage  of  commercialization.  This 
process  addresses  the  issue  of  effective  and 
efficient  management,  based  upon  sound 
private  sector  principles,  as  a  precursor  to 
eventual  transfer  of  ownership.  The  meeting 
also  stressed  the  concept  of  affirmative  ac- 
tion in  terms  of  assisting  small  enterprises 
through  the  use  of  the  state  tender  system 
and  other  forms  of  indirect  state  interven- 
tions, including  preferential  small  enterprise 
financing. " 
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National  Consensus 

With  a  new  generation  replacing  the  old 
generation  of  founding  fathers  who  were 
more  committed  to  political  goals,  there  is 
now  a  new  generation,  more  pragmatic,  and 
willing  to  put  economic  development  as  top 
priority  in  the  national  agenda.  But  there  are 
still  many  problems  and  very  few  of  the  Sub- 
Saharan  African  countries  are  well  under 
way  towards  recovery  and  sustained  eco- 
nomic growth.  The  major  problems  are  still 
in  the  political  arena.  Governments  are  now 
subject  to  the  rules  of  multiparty  democracy, 
political  opposition  while  periodic  general 
elections  have  to  be  won  by  those  standing 
for  economic  development.  The  West,  es- 
pecially Europe,  very  much  insist  on  observ- 
ing the  rules  of  such  political  system  because 
their  major  objection  is  (often)  the  "lack  of 
good  governance",  an  euphemism  for  ram- 
pant corruption.  With  the  checks  and  bal- 
ances of  a  multiparty  system  subject  to 
periodic  general  election,  the  West  think  that 
eventually  this  socio-political  problem  of 
lack  of  good  governance  can  be  resolved. 
But  the  process  by  itself  does  not  provide 
guarantees  about  the  outcome.  The  leaders 
of  a  political  party  controlling  the  govern- 
ment, who  think  that  in  the  next  elections 
(soon)  they  can  be  voted  out  may,  or  will, 
use  the  remaining  years  for  self- enrichment, 
and  the  laudable  objective  is  doomed  to  fail- 
ure. 

What  can  intellectuals  and  professionals 
do  in  such  a  situation?  If  such  personalities 
are  partly  in  government  (i.e.,  the  bureau- 
cracy), in  universities,  in  the  press  and 
media,  in  NGOs,  in  business  and  in  interna- 
tional organisations,  they  can  form  a  net- 
work and  a  movement.  The  objective  would 
be  to  buttress  the  objective,  i.e.,  to  launch 


and  nurture  sustainable  development 
through  a  "technocratic"  network.  Techno- 
cratic means  that  it  is  a- political,  i.e.,  not 
siding  in  the  political  controversy  and  polari- 
sation but  having  the  interest  of  the  nation  at 
heart.  It  is  something  that  happens  in  Thai- 
land: governments  and  ruling  parties  come 
and  go,  but  the  management  of  the  economy 
remains  in  the  hand  of  an  ehte  bureaucracy, 
and  supported  by  academia,  the  press  and 
the  business  community.  Of  course  each  pro- 
fessional group  will  have  its  own  pohcy  de- 
bates, for  instance,  the  economists  will  de- 
bate whether  the  current  policies  are  not  too 
much  directed  to  economic  growth,  to  the 
detriment  of  equity,  distribution  and  the  en- 
vironment. But  in  broad  terms  the  national 
development  pohcy  is  based  upon  a  national 
consensus. 


Miscellaneous  Experiences 

Mobilisation  of  Domestic  Resources 

Low  inflation  is  an  essential  precondi- 
tion. People  save  more  if  they  trust  the  value 
of  the  currency.  If  they  have  no  confidence 
in  the  national  currency,  people  still  save, 
but  in  the  form  of  gold,  foreign  currency, 
land  holdings,  build  houses,  etc.  But  for  the 
development  of  the  domestic  banking  sys- 
tem, the  lower  the  inflation  the  better. 

High  economic  growth  is  another  natural 
cause  for  greater  savings.  People's  consump- 
tion level  lags  behind  fast  growth  of  their  in- 
comes. This  is  more  evident  among  the 
(emerging)  middle  class.  But  an  emerging 
middle  class  is  also  a  company  of  fast  eco- 
nomic growth. 

Development  of  the  domestic  banking 
system,  in  Indonesia,  as  perhaps  in  many  de- 
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veloping  countries,  can  be  accelerated  by  jde- 
regulating  of  the  banking  system  and  re- 
moving obstacles  and  limitations.  This  was 
done  in  the  Indonesian  banking  deregula- 
tion. Previously  the  private  banks  were  se- 
verely constrained.  The  government  banks 
occupied  85  per  cent  of  market  share,  the 
rest  divided  between  (10)  foreign  banks  and 
private  domestic  banks.  Ten  years  after  this 
deregulation  the  market  share  of  govern- 
ment banks  has  shrunk  to  less  than  50  per 
cent.  The  numerous  (over  200)  private  banks 
that  sprung  up  vigorously  compete  with  each 
other  for  private  deposits.  The  interest  rate 
was  also  decontrolled  and  in  an  inflationary 
environment  (somewhat  less  than  10  per  cent 
per  annum)  interest  rates  for  time  deposits 
climbed  to  15  per  cent  per  annum,  or  more  , 
with  smaller  banks.  Housewives  and  every- 
body else  like  to  put  their  money  in  the  bank. 

The  decision  of  the  government  to  dere- 
gulate the  banking  sector  in  the  middle 
eighties  in  retrospect  has  invited  some  critic- 
ism about  how  and  when  to  do  it.  One  (do- 
mestic) academic  critic  maintains  that  the 
"real  sector"  (investments,  production, 
trade)  has  to  be  liberaHsed  first  before  the 
financial  sector.  One  answer  would  probably 
be  that  deregulation  of  the  real  sector  is  a 
long  process  because  of  the  entrenched 
vested  interests  while  the  banking  deregula- 
tion could  be  done  "in  one  stroke",  and 
when  a  (politicaO  opportunity  provides  it- 
self, do  not  let  it  go  by! 

Another  criticism  is  that  the  government 
went  overboard  in  lowering  entry  barriers 
and  softening  prudential  requirements.  With 
a  small  initial  capital  someone  could  set  up  a 
private  bank.  The  Chinese  companies  were 
rushing  in,  perhaps  because  they  do  not  real- 
ly trust  the  permanence  of  the  new  pohcy.  In 
the  past  they  were  used  to  capricious  govern- 
mental policy  behaviour. 
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Prudential  requirement  were  lowered 
very  much.  The  reserves  requirement  was 
dropped  from  30  per  cent  to  two  per  cent. 
Recently,  in  an  effort  to  tighten  up  bank 
credit  expansion  this  figure  is  raised  50  per 
cent,  that  is  three  per  cent  from  two  per  cent. 
Since  1994  the  economy  has  been  over- 
heating. 

The  monitoring  and  surveillance  capacity 
of  the  central  bank  has  also  been  slow  in 
measuring  up  to  the  requirements.  Many,  if 
not  most,  of  the  private  banks  are  Chinese 
banks  related  to  their  groups  of  companies. 
To  avoid  prudential  requirements  and  super- 
vision of  the  central  banks  they  have  set  up 
(with  foreign  partners)  non-bank  financial 
institution  which  (so  happens)  fell  outside 
the  central  bank's  supervision.  In  the  serious 
overheating  of  the  economy,  where  the  cur- 
rent account  deficit  surged  from  a  normal 
level   of  US$3-4   billion   to  (estimated) 
US$9- 12  billion  for  1995  (accurate  figures 
are  just  unavailable  in  time),  this  financial 
sector  has  become  the  scapegoat  by  the  gov- 
ernment. But  are  high  inflation  and  current 
account  deficits  only  the  results  of  the 
market  mechanism  and  where  the  central 
bank  and  ministry  of  finance  are  free  from 
blame?  Or  should  deregulation  of  the  finan- 
cial sector  go  really  hand  in  hand  (and  step 
by  step)  with  human  resource  development 
and  the  supervision  capability  of  the  central 
bank?  In  a  fast  growing  economy  usually  it 
is  hard  to  wait. 

Government  revenues  and  public  savings 
have  also  to  be  developed  as  part  of  domestic 
resources  mobilisation.  Non-essential  sub- 
sidies have  to  be  paired  down,  but  what  is 
meant  by  "non- essential"?  In  Indonesia 
subsidies  for  food  (for  urban  categories), 
fertiliser  (for  farmers),  fuels  (diesel  oil, 
kerosene,  gasoline)  were  phased  out  step  by 
step.  The  tax  system  was  reformed  and  the 
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income  tax  very  much  simplified  (top  rate 
now  30  per  cent),  but  revenues  from  indirect 
taxation  are  greater.  A  value  added  tax  was 
introduced,  starting  at  10  per  cent,  but  with  a 
lot  of  exemptions  at  the  start.  Food  items, 
small  business,  etc.,  were  exempted.  On  in- 
dustry there  is  but  one  levy  at  the  factory 
gate.  Imports  are  subjected  to  a  10  per  cent 
charge.  By  and  by  other  accounts  were 
added,  such  as  10  per  cent  levy  on  electricity 
and  telephone  bills.  This  sales  tax  is  now  the 
biggest  revenue  item  for  the  government. 
But  how  come  that  the  introduction  of  this 
tax  went  smooth  in  Indonesia  while  in 
Ghana  it  triggered  fierce  opposition  causing 
withdrawal?  Of  course,  different  political 
environment.  But  could  implementation  be 
better  prepared  by:  (1)  step- by- step  ap- 
proach; and  (2)  extensive  information  dia- 
logues with  organised  public  and  through 
TV  and  radio? 

By  now  government  domestic  (i.e.,  out- 
side crude  oil  taxation)  revenues  in  Indonesia 
account  for  some  13  per  cent  of  GDP  and 
national  savings  for  some  27  per  cent.  Not 
bad  for  a  developing  country  of  some 
US$1,000  annual  per  capita  income,  but  still 
below  figures  attained  in  Malaysia  and  Thai- 
land. These  two  countries  have  higher  per 
capita  income,  higher  GDP  growth  figures 
and  lower  inflation. 


^'Privatisation*'  of  Customs 

The  customs  service  (and  the  tax  depart- 
ment) in  many  developing  countries  does  not 


have  a  clean  image.  "Out  of  desperation"  at 
one  time  the  Indonesian  government  reduced 
the  involvement  of  the  customs  service  in  the 
inspection  of  import  goods.  It  did  not  mean 
that  the  service  was  disbanded  and  the  func- 
tion taken  over  by  a  European  surveillance 
company.  This  company  was  contracted  by 
the  government  to  do  "  preinspection"  at  the 
source  of  origin  of  the  imported  goods.  For 
instance  in  Houston  TX  for  oil  drilHng 
equipment.  When  the  goods  enter  the  Indo- 
nesian harbour  the  customs  officials  have  to 
accept  the  certification  of  the  surveillance 
company  and  are  not  entitled  to  hold  or  re- 
inspect  them.  It  is  said  that  the  additional 
custom  duties  revenues  were  greater  than  the 
contract  costs  of  the  foreign  company. 


This  Indonesian  experience  have  drawn  a 
lot  of  attention  in  other  countries  and  a 
number  of  such  countries  have  done  the 
same.  But  it  is  not  true  that  the  Indonesian 
government  has  privatised  the  collection  of 
custom  duties.  However,  the  idea  of  privati- 
sation of  an  essential  service  (e.g.,  some  re- 
venue collection)  is  being  entertained  in  gov- 
ernmental circles  in  other  developing  coun- 
tries. Privatisation  need  not  always  mean 
giving  it  to  private  hands.  It  also  could  be  en- 
trusted to  an  agency  or  authority  apart  from 
the  normal  government  bureaucracy.  The 
management  of  harbours,  airports,  toll- 
roads,  etc.,  could  be  done  this  way  if  that 
proves  to  be  more  effective  and  reduce  illicit 
payments  or  wastes. 


Northeast  Asia  and  ASEAN: 
Security  Linkages, 
Implications  and  Arrangements* 

Kusmnto  Anggoro 


Introduction 


T HE  collapse  of  the  Cold  War  changes 
little  to  the  security  structure  in 
Northeast  Asia.  Whereas  inter-Korea 
tensions  and  China- Taiwan  dynamics  seem- 
ingly echo  the  Cold  War,  the  US- Japan- 
South  Korea  alliance  system  still  constitutes 
the  main  security  framework  in  the  region. 
Yet  the  end  of  the  Cold  War  has  resurfaced  a 
range  of  tensions  between  states  in  the  region 
that  had  little  or  nothing  to  do  with  the  Cold 
War.  For  example,  Russo-Japanese  friction 
over  the  northern  territories,  Japan-Korean 
enmity,  competing  claims  in  the  Paracels 
and  the  Spratlys.  None  of  the  above  factors, 
obviously  with  the  most  single  exception  of 
the  Spratlys,  which  is  beyond  the  scope  of 
this  paper,  would  necessarily  guarantee  a 
direct  Southeast  Asian  military  involvement. 
However,  in  the  event  of  renewed  hostilities 
on  the  peninsula,  there  is  strong  case  for 
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organised  by  Australian  Defence  Studies  Center  and 
CSIS,  Jakarta,  1-2  November  1995. 


arguing  that  Southeast  Asia  would  find  it 
difficult  to  resist  pressure. 


Domestic  Impulses  and  the  Emerging 
(Dis)order  in  Northeast  Asia 

As  the  sole  point  of  contact  between  the 
United  States,  Russia,  China  and  Japan  in 
the  Pacific  region.  Northeast  Asia  is  of  the 
utmost  strategic  significance.  In  the  first  half 
of  1990s  Northeast  Asia  is  experiencing  a 
great  strategic  transformation.  Power  rela- 
tions among  the  great  powers  have  change. 
Their  foreign  policies  are  changing.  It  seems 
expedient  to  begin  with  marking  the  possible 
change  of  foreign  policy  within  the  context 
of  their  domestic  background. 

Continuity  of  American  security  com- 
mitments and  American  security  policies  to- 
ward Northeast  Asia  was  stressed,  including 
forward- deployed  forces  and  American  abil- 
ity to  respond  to  crises.  Pentagon  clearly 
said  America  would  maintain  forces  suffi- 
cient to  fight  two  simultaneous  regional  wars 
(major  regional  contingencies).  However, 
the  demise  of  the  Soviet  threat  and  pressures 
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from  public  opinion  are  certainly  important 
factors  to  the  future  of  American  involve- 
ment. 

Turning  to  Russia,  it  should  not  be  dif- 
ficuh  to  understand  that  the  main  national 
interests  of  Russia  in  the  Asia  Pacific  region 
are  reprioritised  as  promoting  "stable  bal- 
ance of  forces  in  the  region",  "a  stability  in 
the  subregion  close  to  its  border",  and 
"good  relations  with  all  countries  in  the  re- 
gion". In  the  shorter  term,  while  Russia 
would  likely  be  struggling  with  its  domestic 
problems  and  seeking  economic  aid  from  the 
developed  countries,  the  country  will  de- 
crease its  interest  in  supporting  North. 
Korea's  position  in  the  inter-Korean  rela- 
tions. The  punch  and  staying  power  of  the 
formal  Soviet  forces  has  deteriorated  as 
shown  by  Chechnya  and  would  be  very  dif- 
ficult to  rebuild. 

In  the  longer  term,  however,  Russian 
development  is  uncertain.  Internal  policy  de- 
bate within  Russia's  foreign  and  defence 
policy  establishment  might  end  to  one  point 
where  Russia  may  well  embrace  a  more 
competitive  geopolitical  posture.  Russia's 
miUtary  forces  in  the  region  are  being  sub- 
stantially reduced  and  by  the  late  1990s,  Rus- 
sia's Pacific  Fleet  will  be  less  than  half  its 
current  size  and  its  naval  deployment  will  be 
concentrated  essentially  around  its  own  ter- 
ritory. But  the  modernisation  of  Russia's 
submarine  capabilities  is  continuing,  and 
Moscow  has  made  no  plans  for  removing  or 
dismantling  either  ballistic  missile  sub- 
marines stationed  at  Petropavlosk  or  nuc- 
lear-armed Backfire  bombers  which  patrol 
the  Sea  of  Japan. 

Given  the  reduced  rote  of  both  the  United 
States  and  Russia  in  the  Pacific  region, 


China  and  Japan  are  likely  to  wield  a  greater 
influence  in  determining  the  strategic  envir- 
onment in  Northeast  Asia.  China  needs  a 
peaceful  and  cooperating  environment  to  be 
able  to  develop.  The  habitual  and  ritualised 
assault  on  power  politics  notwithstanding, 
China  is  still  largely  conservative  in  her 
thinking  about  power  balance  and  thus  in 
her  foreign  policy.  China  has  been  recently 
increasing  its  military  spending,  placing  a 
greater  emphasis  on  preparation  for  regional 
conflict.  Beijing's  military  build-up  on  Hai- 
nan and  Woody  Island  signaled  an  inclina- 
tion to  dominate  the  South  China  Sea  area 
by  force  rather  than  to  negotiate  shared  con- 
trol with  other  claimants  to  the  Spratly  and 
Paracel  chains.  The  recent  Chinese  decision 
to  continue  nuclear  military  experiments  was 
also  considered  a  disturbing  sign. 

Meanwhile,  Japan  has  emerged  as  the 
second  largest-economy  next  only  to  that  of 
the  United  States  and  as  the  world's  third 
largest  defence  expenditure.  Japan  has  very 
sizeable  military  forces.  Its  navy  and  air 
forces  are  larger  than  those  of  ASEAN,  Aus- 
tralia and  New  Zealand  combined.  In  this 
regard,  Japan  is  already  a  potential  major 
military  power  to  be  reckon  with  in  any  stra- 
tegic calculation.  Japan  has  long  established 
suspicions  about  Russia  and  is  likely  to  re- 
tain substantial  defensive  mihtary  forces 
against  the  regeneration  of  Russian  military 
power  in  the  future. 

Together  with  this  impulse,  other  inter- 
nal and  external  factors  would  also  play 
significant  roles.  Uncertainties  may  well 
grow  in  Japan  about  the  reliability  of  the 
American  nuclear  umbrella  and  under  such 
circumstances  Japan  will  try  to  gain  political 
clout  commensurate  with  economic  prowess 
in  pursuit  of  an  independent  political  role  in 
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Asia.  In  light  of  the  emerging  new  genera- 
tion of  Japanese  political  leadership  who 
urge  a  greater  role  in  world  politics,  the 
direction  of  Japan's  foreign  policy  has 
entered  a  major  turning  point.  Its  future  role 
in  political,  security  and  diplomatic  arenas, 
however,  will  depend  on  the  prospects  for 
change  in  American- Japanese  security  rela- 
tions, the  degree  of  progress  in  Russo- 
Japanese  relations,  and  the  reaction  of  its 
neighbouring  countries  to  rise  in  its  regional 
profile. 

For  Southeast  Asians,  all  these  would 
become  a  new  strategic  surrounding  with  re- 
duced American  military  presence,  and  in- 
creased role  of  local  major  powers  like 
China  and  Japan.  The  question  would  be 
either  China  will  again  become  the  dominant 
power  in  the  region  as  in  the  era  of  pre- 
Western  domination  of  China  or  Japan  will 
become  a  hegemonic  power  such  in  pre- 
Second  World  War.  China  has  both  the 
capacity  and  the  motivation  to  become  more 
assertive  in  the  affairs  of  Southeast  Asia.  A 
resurgence  of  Japanese  militarism  would  be- 
come a  distinct  possibility  if  in  the  absence 
of  stable  US- Japanese  security  relations  the 
vulnerability  of  Japan's  economic  interests 
and  sea  lane  of  communication  to  China's 
superior  military  and  nuclear  capabilities 
were  to  become  increasingly  apparent. 

The  Korean  Peninsula  and  the  Rela- 
tionship of  the  Major  Powers 

It  should  be  of  no  less  importance  that 
the  inter-Korean  relationship  also  entered  an 
entirely  new  phase.  Within  the  Korean  penin- 
sula there  is  a  new  atmosphere  and  move- 
ment of  the  glacier  towards  a  thaw  in  inter- 
Korean  relations.  Faced  with  the  spectre  of 
political  isolation  and  a  rapid  economic  de- 


cline in  the  1990s,  Pyongyang  became  much 
more  accommodating  in  its  strategy  towards 
Seoul.  In  September  1991  the  two  Koreans 
were  admitted  to  the  UN,  paving  the  way  for 
an  even  more  significant  inter-Korean  recon- 
ciliation. 

Among  favourable  factors  defusing  the 
international  tensions  around  the  Korean 
peninsula,  one  notes  the  rapid  full-scale  de- 
velopment of  relations  between  Moscow  and 
Seoul,  including  the  development  of  diplo- 
matic relations,  progress  in  relations  be- 
tween Seoul  and  Beijing,  and  the  process  of 
establishing  contact  between  Pyongyang,  on 
the  one  hand,  and  Washington  and  Tokyo, 
on  the  other.  Like  the  Sino-American  rap- 
prochement in  the  early  1970s,  the  normali- 
sation of  Moscow-Seoul  relations  in  1990 
proved  to  be  a  major  catalyst  for  a  more 
vigorous  inter-Korean  dialogue,  opening  up 
new  pathways  to  the  adoption  of  the 
"Agreement  on  Reconciliation,  Non- Aggres- 
sion, Exchanges,  and  Cooperation  between 
South  and  North  Korea"  in  October  1991. 
The  agreement  testifies,  among  other  things, 
to  the  fact  that  Pyongyang  recognises  Seoul 
as  the  party  with  which  it  would  work  to- 
gether in  transforming  the  current  state  of 
armistice  into  permanent  peace.  Both  sides 
also  formed  a  joint  nuclear  control  commit- 
tee (JNCQ  in  March  1992  to  settle  their  dif- 
ferences over  mutual  military  inspections  to 
verify  the  nonexistence  of  nuclear  arms  and 
discuss  arms  control  between  the  two  coun- 
tries. 

Despite  all  these  developments,  however, 
one  should  not  underestimate  the  objective 
and  subjective  difficulties  that  hamper  uni- 
fication in  the  near  future.  The  diminution 
of  Russia's  nuclear  umbrella,  for  example, 
seemed  to  have  strengthened  the  determina- 
tion of  the  North  Korean  leadership  to  go 
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nuclear  as  a  matter  of  necessity.  Both  South 
and  North  Korea  have  been  developing  their 
missile  capabilities,  although  they  took  dif- 
ferent routes  for  that  goal.  Benefited  by  a 
security  patron  who  deployed  advanced 
missile  in  arid  around  the  Korean  peninsula, 
the  South  Koreans  could  concentrate  on  de- 
veloping industrial  and  commercial  capabil- 
ities in  missile-related  high- technology  sec- 
tors, including  space  and  aerospace  indus- 
tries. In  the  North,  the  missile  program  is 
faced  with  absolute  limitation  by  various 
constraints,  including  primitive  technology 
and  lack  of  funds. 

In  the  light  of  strengthening  American 
commitment  to  the  South  as  well  as  the 
South' s  military  modernisation  program,  a 
nuclear  weapon  program  is  the  most  cost  ef- 
fective nuclear  deterrence  and  "strategic 
equalizer"  in  its  competition  with  the  South 
and,  even  if  technologically  unsuccessful  in 
presenting  a  nuclear  ambiguity.  As  its  lever- 
age in  Moscow  and  Beijing  has  considerably 
weakened  what  Pyongyang  still  possesses 
now  is  at  best  a  certain  measure  of  geopolit- 
ical leverage  in  the  form  of  nuisance  value  by 
showing  its  unreabihty  and  unpredictabil- 
ity. 

The  euphoria  of  1990-1992  engendered 
by  Beijing-Seoul  and  Moscow-Seoul  normal- 
isation was  greatly  overshadowed,  if  not 
completely  belied,  by  the  Korean  nuclear 
crisis  in  1993-1994.  Rounds  of  negotiation 
revealed  that  many  contradictions  in  the 
positions  of  each  side  remain  and  that  time- 
consuming  and  painstaking  efforts  are 
needed  to  remove  them.  In  Geneva,  the 
United  States  and  North  Korea  agreed  on  21 
October  1994  to  resolve  the  nuclear  issue. 
This  is  a  remarkable  step  forward  to  build 
peace  and  stability  in  the  region. 


The  implementation  of  the  Washington- 
Pyongyang  nuclear  deals,  however,  seems  to 
linger  on  for  some  reasons.  First,  the  Geneva 
deal  itself  is  still  very  fragile.  Under  the 
terms  of  the  agreement,  for  example.  North 
Korea  would  freeze  its  nuclear  program  and 
open  its  sites  to  international  inspection  and 
will  reopen  an  intra-Korean  dialogue.  In  re- 
turn Washington  would  organised  a  consor- 
tium including  South  Korea  and  Japan  to 
supply  the  North  with  two  Hght- water  reac- 
tors, a  technology  less  susceptible  to  diver- 
sion for  bomb-making.  The  prerequisite  of 
Washington's  concession  is  that  Pyongyang 
should  resume  the  intra-Korean  dialogue. 
Yet,  the  inspection,  however,  would  only  oc- 
cur once  one  of  the  reactors  is  in  place,  a 
process  that  could  take  at  least  five  years. 
Second,  mutual  distrust  of  the  inter-Korean 
relations  still  poses  another  squabble.  When 
Seoul  proposed  a  resumption  of  the  inter- 
Korean  talks,  for  example,  Pyongyang  re- 
jected the  proposal  as  "anti- unification  and 
anti- national  crime".  Earlier  expectation 
that  the  deals  would  initiate  the  improve- 
ment of  Japan-North  Korea  relations  seems 
unfounded.  The  normalisation  talks  drag  on 
because  of  some  issues,  such  as  the  substan- 
tial gap  between  the  two  concerning  the 
scope  and  nature  of  compensation  to  be 
made  by  Japan. 

Another  complication  stems  from  the  ex- 
ternal powers  that  seem  to  share  immediate 
policy  goals  of  sustaining  peace  and  stability 
but  have  no  clear  motives  to  promote  the 
Korean  unification.  China  was  interested  on- 
ly in  revising  the  Asian  security  order  into  a 
hierarchical  system  with  itself  predominant 
rather  than  maintaining  a  regional  status 
quo  where  it  would  be  forced  to  share  power 
with  others.  For  one  thing,  Beijing  consid- 
ered South  Korea  to  be  a  key  player  in  the 
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implementation  of  Beijing's  coastal  develop- 
ment strategy.  For  another.  Beijing  may 
look  upon  South  Korea  as  a  potential  ally 
against  Japanese  hegemony,  as  a  political 
gambit  to  increase  Taiwan's  diplomatic 
isolation,  and,  last  but  not  least,  as  giving 
more  leverage  to  defuse  the  mounting 
"super  301"  pressure  from  the  United  States 
on  unfair  trade  practice. 

Therefore  it  is  not  Hkely  that  Beijing  is 
willing  to  deliberate  on  certain  issues,  such 
as  the  Korean  peninsula.  China  seems  more 
committed  to  maintaining  stability  on  the 
Korean  peninsula  than  to  the  long-term  ob- 
jective of  denuclearising  the  Korean  penin- 
sula. Beijing  seems  determined  enough  not 
to  have  another  socialist  regime  collapsing 
on  its  vital  northern  strategic  backyard,  with 
the  ominous  implications  that  it  would  have 
for  its  domestic  and  regional  stabihty.  It  has 
extended  qualified  support  for  UN  efforts  to 
dissuade  North  Korea  from  leaving  the  NPT 
but  would  not  openly  affiliate  with  the  West 
in  coercing  Pyongyang  into  future  com- 
pliance with  that  regime  by  supporting  sanc- 
tions as  an  enforcing  mechanism.  A  nuclear- 
armed  North  Korea  may  well  bring  Japan  in- 
to the  nuclear  weapons  club  as  she  has  all  the 
components   necessary  to  build  nuclear 
weapons;  and  this  would  have  a  serious  im- 
pact upon  the  possible  escalation  of  Sino- 
Japanese  arms  race. 

The  same  logic  applies  to  Russia.  Pro- 
mise of  economic  cooperation  with  one  of 
the  four  East  Asian  tigers  was  a  major  de- 
terminant in  the  Moscow-Seoul  thaw.  While 
in  the  short-term  Russia  will  decrease  its  in- 
terest in  supporting  North  Korea's  position, 
it  would  in  the  longer  term  try  to  keep  lever- 
age on  the  two  Koreans. 
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Viewed  from  ASEAN,  this  state  of 
fluidity  creates  loosening  of  tension  and  be- 
gets hope  that  emanates  from  a  more  benign 
international  setting.  However,  it  also  raises 
images  of  uncertainty  and  instability.  Un- 
certainties include  the  political  succession  in 
China  that  may  heighten  a  continuing  build- 
up of  tension  in  China  between  liberal  eco- 
nomic reform  and  ideological  rigidity  of  an 
authoritarian  political  system  and  may  in- 
evitably complicate  the  relations  between  the 
Chinese  and  the  Taiwanese.  Stagnation  of 
political  and  electoral  reform  in  Japan  is 
another  equation.  It  could  determine  the  di- 
rection and  substance  of  Japan- American  se- 
curity cooperation.  Still,  the  instabihty  of 
the  inter-Korean  relations  might  add  to  this 
squabble.  For  the  process  of  gradual  rap- 
prochement in  the  Korean  peninsula  is  de- 
finitely one  factor  that  is  partly  subject  to 
the  process  and  success  of  authority-making 
and  legitimacy- building  of  Kim  Yong-il. 


ZOPFAN  and  Nuclear  Proliferafion 

That  the  strategic  development  in  the 
Northeast  Asia  should  impact  on  the  South- 
east Asian  subregion  should  not  come  as  a 
surprise.  Alongside  the  unresolved  problem 
of  the  Northern  Territories,  developments  in 
the  Korean  peninsula  will  determine  how 
and  when  ASEAN' s  spirit  on  multilateral 
security  cooperation  would  materialise. 
Their  security  implications  for  ASEAN  may 
appear  in  two  forms,  ideological  (that  is  re- 
lated in  some  way  with  the  ASEAN' s  spirit) 
and  practical  which  is  the  case  with  a  great 
deal  of  relevance  with  A~SEAN  diplomacy  in 
some  issues.  Basically,  this  may  be  under- 
stood into  at  least  two  inter- related  phases: 
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one  is  to  arrange  a  peace  settlement  in  the 
Korean  peninsula,  and  the  other  is  to  find 
ways  toward  peaceful  transaction  from  bi- 
polar to  multipolar  security  system. 

Included  in  the  bracket  of  ideology  is 
ASEAN  relations  with  external  powers. 
ASEAN  has  been  relying  on  a  regional  order 
based  on  ZOPFAN,  and  the  Treaty  of  Amity 
as  its  legal  instrument,  and  the  SEANWFZ 
as  a  security  sequence  to  the  idea.  The  idea 
of  ZOPFAN,  as  laid  down  in  the  Kuala 
Lumpur  Declaration  of  1971,  and  developed 
further  in  the  ASEAN  Concord  and  Treaty 
of  Amity  and  Cooperation  at  the  first 
ASEAN  Summit  in  Bali  in  1976,  contains 
elements,  among  other  things  the  structuring 
of  relations  between  the  ASEAN  countries 
and  the  major  powers  based  on  the  latter* s 
recognition  of  Southeast  Asia's  regional 
order  in  which  there  is  no  hegemony  of  any 
one  of  the  major  powers.  In  the  face  of  an 
uncertain  strategic  environment,  there  is  a 
danger  that  differing  strategic  perspectives 
that  had  been  submerged  in  favour  of  an 
ASEAN  united  stand  against  Vietnam's  in- 
vasion of  Kampuchea  may  affect  ASEAN' s 
cohesion. 

In  the  more  practical  level  of  analysis  is 
the  problem  of  the  uncertain  transition  from 
bipolar  to  multipolar  system.  The  Korean 
peninsula  is  one  of  three  hot  spots  facing 
Southeast  Asia,  alongside  with  Taiwan  and 
South  China  Sea.  Armed  conflict  between 
the  North  and  the  South,  should  this  hap- 
pen, may  not  be  limited  to  the  United  States 
and  South  Korea  but  could  possibly  draw  in 
Japan  as  support  base  to  the  American 
forces  deployed  in  or  projected  to  the  penin- 
sula. Even  if  such  conflict  could  be  limited  to 
conventional  arms,  the  sounds  of  the  war 


would  surely  reverberate  throughout  thejjBr. 
gion. 

Perhaps  the  issue  of  greatest  import  for 
Southeast  Asia  on  the  Korean  peninsula  is 
that  of  nuclear  proliferation.  Proliferation 
in  Northeast  Asia  can  have  three  types  of 
security  implications.  First,  there  are  both 
regional  and  extra- regional  threat  percep- 
tions leading  to  security  dilemmas  and  these 
could  generate  arms  race  in  both  conven? 
tional  and  non- conventional  weapons.  Sec- 
ond, it  may  reduce  the  role  of  extra- regional 
actors,  such  as  the  United  States,  to  main- 
tain relationships  or  to  cooperate  effectively 
on  measures  that  contribute  to  regional  se- 
curity. Third,  it  could  involve  escalating 
costs  eventually  leading  to  bankruptcy  and 
crisis  instability. 

For  the  entire  Asia  Pacific  region  the  re- 
duction of  nuclear  and  conventional  arma- 
ment will  take  a  long  time.  One  should  re- 
member that  the  global  nuclear  NPT  has 
failed  to  contain  nuclear  proliferation  in 
Northeast  Asia.  Of  the  six  powers  present  in 
the  region,  three  (the  United  States,  Russia, 
and  China)  are  already  heavily  armed  with 
nuclear  weapons.  A  nuclear  armed  Korean 
peninsula  would  encourage  deep  concerns  in 
Japan  about  its  own  nuclear  vulnerability. 
China  would  view  these  developments  with 
great  alarm  and  would  modernise  and  ex- 
pand its  existing  nuclear  arsenal.  Chinese 
nuclear  modernisation  and  the  Japanese  ac- 
quisition of  nuclear  weapons  might  cause 
Taiwan  to  move  towards  nuclear  develop- 
ment. This  will  destabilise  the  region  dra- 
matically and  will  arouse  responses  that  will 
become  an  arms  race  without  limits. 

In  the  next  Summit  of  December, 
ASEAN  is  to  sign  the  SEANWFZ,  but  the 
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idea  of  a  nuclear  free  zone  cannot  be  ob- 
tained if  directed  only  towards  the  Southeast 
Asian  subregion,  and  nuclear  development 
in  the  Northeast  Asia  would  hamper  a  ser- 
ious attempt  at  nuclear  disarmament.  Yet, 
direct  American-North  Korean  talks  might 
be  seen  as  an  indication  that  Pyongyang 
gained  international  standing  by  being  ambi- 
guous about  its  efforts  to  develop  nuclear 
weapons.  Questions  that  are  brought  to 
mind  in  such  circumstance  include  the 
danger  that  competitive  arms  build-ups  of 
North  Pacific  will  leak  across  into  South- 
east Asia.  Added  to  this  conundrum  is  the 
fact  that  China  has  stepped  up  its  military 
presence  in  the  South  China  Sea,  its  naval 
predominance  will  have  a  relatively  large  in- 
fluence in  the  region. 


Security  and  Economic  Implication 

Today  the  Asia  Pacific  region  is  remark- 
able for  at  least  two  outstanding  features:  its 
exceptional  economic  growth  and  its  acquisi- 
tion of  advanced  weapons.  Intra-  and  inter- 
regional trade  and  investment  continue  an 
impressive  expansion,  and  domestic  growth 
rates  are  often  the  highest  in  the  world. 
However,  the  very  economic  success  of  the 
region  makes  it  easier  to  sustain  high  defence 
spending  and  easier  to  find  the  most  lethal 
weapons  available  in  the  market.  The  eco- 
nomic ability  to  sustain  conventional  and 
nuclear  arms  proliferation  may  well  be 
greater  in  Asia  than  anywhere  else.  In  the 
1990s,  East  Asia  has  become  the  region 
where  the  heaviest  arms  trade  in  the  world  is 
taking  place. 

Arm  acquisition  is  indeed  not  necessarily 
destabilising,  but  what  is  worrisome  is  not 


only  its  volume  but  that  it  is  occurring  at  a  ! 
time  when  old  and  new  regional  conflicts  i 
and  potential  conflicts  are  surfacing.  This  ^ 
development  could  create  apprehensions  and 
mistrust.  ASEAN  realise  the  need  for  in-  \ 
creased    transparency   and   trust-building  ' 
among  themselves,  with  the  other  Southeast 
Asian  states,  and  with  the  major  powers 
engaged  in  the  Asia  Pacific. 

ASEAN   has   compelling  economic 
reasons  for  stability  and  peace  in  North-  ] 
east  Asia.  They  simply  cannot  afford  to  ig-  ^ 
nore  or  be  complacent  about  the  economic 
aspects  of  its  relationship  with  South  Korea 
and  Japan.  For  most  if  not  all  ASEAN 
member  countries  Japan  is  by  far  the  most  j 
important  trade  and  investment  partner,  ] 
being  in  fact  the  most  important  cause  of  j 
their  economic  growth  and  integration. 
Since  the  mid-1980s  South  Korea  has  em-  \ 
phasised  its  economic  interests  in  Southeast 
Asia  more  emphatically  than  in  the  past  and  i 
has  conspicuously  extended  this  interest  into  j 
the  region.  Indeed,  the  Southeast  Asia  pene-  j 
tration  of  South  Korea's  investment  differs  1 
considerably  from  country  to  country.  In  j 
many  respects,  the  ASEAN-Four  (Malaysia,  ] 
Thailand,  Indonesia  and  the  Philippines)  re-  ! 
present  an  important  outlet  for  Korean  ex-  j 
port  of  intermediate  technologies  and  related 
equipment. 

In  these  circumstances,  military  conflict 
between  the  two  Korean  would  jeopardise 
these  links  and,  in  a  worse- case  scenario,  j 
could  even  lead  to  virtual  cessation  of  trade  \ 
for  a  substantial  period  of  time.  And  this 
would  have  serious  repercussions  for  the  '. 
Southeast  Asian  economy,  particularly  if  the  I 
conflict  spread  to  Japan  and  China,  which  j 
together  account  for  a  third  of  Southeast 
Asia's  total  trade. 
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The  existence  of  these  risks  and  complex- 
ities implies  that  ASEAN  should  engage 
more  vigorously  to  the  affairs  of  Northeast 
Asia.  The  challenge  that  lies  ahead  is  that 
political  and  security  stability  of  the  Korean 
peninsula  and  Asia  Pacific  economic  coop- 
eration are  reciprocal  process.  That  is,  the 
stability  of  the  peninsula  will  promote  eco- 
nomic cooperation  across  the  Pacific,  and 
the  economic  cooperation  will  help  push 
forward  peace  and  stability  in  the  peninsula. 

That  is  why  ASEAN  also  has  an  interest 
in  the  outcome  of  the  long- running  process 
of  inter-Korean  dialogue  and  unification. 
The  manner  in  which  the  reunification  issue 
is  resolved  will  have  considerable  economic 
as  well  as  strategic  implications  for  South- 
east Asia,  as  will  the  eventual  political  form 
a  unified  Korea  will  assume.  A  dynamic, 
democratic  Korea  state  of  some  70  million 
people  could  play  a  significant  role  in  re- 
gional development  and  provide  new  trade 
opportunities  for  Southeast  Asia. 

It  is  with  such  a  backdrop  that  the  grow- 
ing interdependence  among  the  countries  in 
the  Asia  Pacific  region  and  the  process  of 
economic  integration  that  is  taking  place  in 
the  region  have  led  to  a  greater  recognition 
of  the  need  for  consultations,  cooperation, 
and  even  coordination  of  policies,  not  only 
in  the  economic  field  but  also  in  the  political 
and  security  fields.  APEC  is  not  an  adequate 
forum  for  discussing  security  issues.  But  to 
make  these  structures  effective,  determined 
efforts  are  required  to  manage  interdepend- 
ence through  a  staged  approach.  Because  the 
connection  of  economic  interests  will  lead  to 
the  pursuit  of  political  stability,  and  political 
stability  will  propel  the  development  of  eco- 
nomy and  gain  more  interests. 


Towards  a  Wider  Multilateral  Secur- 
ity Arrangement 

For  Southeast  Asia,  the  end  of  the  Cold 
War  did  bring  about  some  positive  develop- 
ment. This  included  the  political  defunct  of 
the  external  dimensions  of  the  Kampuchean 
conflict,  the  improvement  of  the  intra- 
Korean  relations,  the  improvement  of  rela- 
tions between  China  and  all  Southeast  Asian 
countries.  But  there  have  also  been  negative 
fall-outs.  In  fact  a  complicating  factor  in  the 
Southeast  Asian  security  formula  is  that 
events  that  occur  well  outside  its  immediate 
area  can  have  a  direct  impact  on  Southeast 
Asian  relations  with  external  powers.  Be- 
sides, conflict  internally  generated  by  the  re- 
gion and  the  resurgence  of  traditional,  la- 
tent, territorial  conflict  also  include  an 
uncertain  power  equation  in  Northeast  Asia. 

Given  the  uncertainties  about  the  grow- 
ing trend  of  Chinese  and  Japanese  military 
build-up  amidst  a  rapid  decline  in  the  US- 
Russia  competition  in  the  region,  there 
seems  to  be  a  clear  need  for  promoting  re- 
gional security  dialogue.  Seen  from  South- 
east Asia,  the  efforts  to  establish  Southeast 
Asian  regional  order  must  be  related  to  the 
larger  Asia  Pacific  framework  of  conflict  re- 
duction and  cooperation,  not  only  because 
of  the  need  to  recognise  the  geographical  and 
economic  continuities  and  interdependence 
that  exist  in  this  area,  but  also  because  of  the 
need  to  find  means  of  ensuring  that  extra- 
regional  powers  involvements  in  our  region 
continue  to  be  constructive  engagements. 
Building  mutual  confidence  will  also  become 
an  important  step  towards  a  stable  Pacific 
Asia. 

Throughout  Pacific  Asia,  unfortunately, 
multilateralism  would  still  not  be  the  answer 
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to  the  peaceful  solution  of  conflict  in  North- 
east Asia,  at  least  in  the  near  future.  Tokyo 
and  Washington  have  declared  their  territor- 
ial dispute  to  be  an  issue  for  bilateral  discus- 
sion and  resolution.  Washington  has  pre- 
ferred to  conduct  bilateral  negotiations  with 
North  Korea  concerning  the  latter*  s  com- 
pliance with  the  Nuclear  Non-Proliferation 
Treaty  in  the  UN  Security  Council.  Most  im- 
portantly, China's  willingness  to  participate 
in  any  multilateral  discussion  concerning  re- 
gional disputes  remains  questionable. 

Besides,  one  thing  seems  obvious  in  the 
particular  case  of  post-Geneva  accord. 
Whereas  something  is  irreversible  in  Beijing- 
Seoul- Moscow  equation,  nothing  is  prepro- 
grammed for  the  future  of  the  Korean  penin- 
sula. Bearing  in  mind  that  there  are  already 
some  frameworks  for  the  contacts  between 
the  two  Koreans  at  the  UN  and  in  Beijing, 
regional  fora  would  be  instrumental  to  give 
this  framework  a  character  in  a  wide  re- 
gional consultative  body  whose  ultimate 
goals  are  to  bring  to  a  consensus  all  contro- 
versial features  of  unification,  to  find  out 
what  should  be  the  political  and  economic 
contribution  of  all  regional  powers,  and  to 
work  out  the  scheme  of  regional  guarantees 
for  security  of  the  two  Koreas. 

The  ARF  (ASEAN  Regional  Forum)  is 
now  the  only  official  forum  for  multilateral 
security  dialogue.  To  some  possible  extent, 
stimulating  the  CBMs  on  the  region-wide 
level  would  manage  problems  and  avoid  con- 
frontation between  states.  But  this  should  be 
comjjlemented  by  a  mechanism  for  easing 
tension  and  any  other  means  for  preventive 
diplomacy.  As  North  Korea  is  not  yet  a 
member  of  it,  much  need  to  be  done  if  the 
Forum  is  expected  to  emerge  as  a  part  of  a 


global  security  system.  Track  Two  of 
CSCAP  has  been  playing  considerable  role 
at  this  point.  The  immediate  challenge  is 
now  to  create  a  "field  of  gravitation"  which 
in  the  course  of  time  would  attract  North 
Korea  into  it.  Perhaps  the  merit  of  inducing 
North  Korea  to  participate  in  the  main  arena 
of  international  economy  and  politics  is  a 
more  prudent  way  of  reducing  tension  on  the 
Korean  peninsula  than  isolating  the  Pyong- 
yang regime. 
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Book  Review 


NU  Viewed  from  Pans 


Islam  et  Armee  dans  Plndonesie  Contem- 
poraine  [Islam  and  the  Military  in  Contem- 
porary Indonesia],  by  Andree  Feillard.  Pa- 
ris: L'Harmatian,  1995,  381  pp.  Reviewed 
by  Dr.  Asvi  Warman  Adam,  GATRA,  Ja- 
karta. 


WITH  this  quite  radical  title,  this 
book  entitled  Islam  et  Armee 
dans  rindonesie  Contemporaine, 
was  published  in  France,  in  late  1995.  This 
book  which  is  originally  a  dissertation  is  in 
fact  a  discussion  on  Nahdlatul  Ulama  (NU)'s 
development  from  time  immemorial  until 
now. 

The  pubhcation  of  this  book  is  important 
in  at  least  two  aspects.  First,  a  study  on 
Southeast  Asian  Islam  is  relatively  rare  in  the 
West,  so  that  most  Europeans  have  the  im- 
pression that  this  religion  only  develops  in 
the  Middle  East.  Second,  this  book  is  a  dis- 
cussion on  a  traditional  Islamic  Group.  To 
date  books  published  on  Islam  have  been 
mostly  about  radical  Islamic  groups-.  This 
literary  piece  of  work  will  more  or  less 


►Translated  from  GATRA.  9  March  19%. 


change  the  image  about  Islam  among  a  part 
of  the  Western  people. 

Andree  Feillard  came  to  know  about  NU 
for  the  first  time  when  she  was  a  correspond- 
ent to  the  French  AFP  in  Indonesia  in  1981. 
NU  which  claims  to  have  30  million  mem- 
bers in  a  country  that  has  the  greatest  Islamic 
population  in  the  world  (87  per  cent  of  190 
million  people)  arrested  the  attention  of  this 
French  journalist.  This  was  the  more  so  be- 
cause in  1981  a  general  election  was  being 
held:  the  Islamic  PPP  (United  Development 
Party)  was  facing  an  internal  rift  between 
"the  traditionalist  NU  and  the  "modernist" 
group  of  Muslimin  Indonesia.  In  1981-1982 
Feillard  also  witnessed  the  strained  relations 
between  the  military  and  Islam  (NU). 

NU's  reform  in  1984,  says  Feillard,  was 
very  important  in  the  history  of  Islam  in  In- 
donesia. First,  NU  has  been  the  key  factor  in 
the  political  arena  since  1945,  with  the  anno- 
tation that  the  Masyumi  Party  was  dis- 
banded in  1960,  and  has  never  been  rehabil- 
itated since  then.  Second,  the  basic  reform 
of  NU  in  1984  was  in  line  with  its  acceptance 
of  Pancasila  (Indonesia's  State  Ideology)  as 
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the  sole  principle  by  Muslims.  Third,  an  im- 
portant change  happened  in  NU's  Central 
Leadership  with  the  entry  of  the  prominent 
figure,  Abdurrahman  Wahid  (or  Gus  Dur  as 
he  is  popularly  called)  into  NU's  leadership 
and  the  prominent  "reformer"  Kiai  Achmad 
Siddiq  as  Rais  Am. 

Besides,  Feillard  is  interested  in  the  study 
of  NU  because  academicians  show  less  in- 
terest in  this  group  than  they  do  in  the  mod- 
ernist group.  A  study  on  NU  is  very  hmited 
such  as,  for  example,  Ken  Ward's  book 
(1974)  concerning  NU's  opportunism,  fol- 
lowed by  Ben  Anderson  (1977),  Mitsuo  Na- 
kamura  (1981),  and  Sydney  Jones  (1984). 

Although  her  research  is  focused  on 
NU's  reform  of  1984,  Feillard  tries  to  look 
backwards.  The  first  section  of  this  book 
discusses  the  history  of  NU  since  its  foun- 
ding in  1926.  Since  it  is  impossible  to  give  a 
detailed  account  of  the  organisation  during 
the  period  of  1926-1966,  Feillard  only  dis- 
cusses important  years  which  are  full  of  de- 
bates concerning  the  form  of  the  country, 
namely  in  1940, 1945,  and  1949,  based  on  ar- 
chives in  Leiden,  Jakarta  and  Gresik  (East 
Java). 

The  second  section  is  a  study  on  relations 
between  the  military  and  NU  since  the  incep- 
tion of  the  New  Order. 

This  relationship,  Feillard  holds,  was 
very  close  in  1965-1966,  namely  at  the  time 
when  the  PKI  (Indonesian  Communist  Par- 
ty) was  crushed.  Then  the  relations  became 
strained.  Since  1971,  for  example,  the  post 
of  Ministry  of  Religious  Affairs,  was  no 
longer  held  by  NU  people.  The  third  section 
of  the  book  discusses  the  decision- making 
process  of  "abandoning"  PPP  (the  United 
Development  Party)  by  NU.  In  the  fourth 
section  the  impact  of  NU's  retreat  from  the 
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political  arena  during  the  last  decade  is  ex- 
pounded. 

Field  researches  have  brought  Feillard 
to  a  number  of  Pesantrens  (school  of  Ko- 
ranic studies  for  children  and  young  people, 
most  of  whom  are  boarders).  She  inter- 
viewed ulemas  and  santris  (strict  adherents 
of  Islam)  in  1991-1992.  She  also  attended 
various  meetings  and  Congress  of  NU  be^ 
tween  1987  and  1994.  She  observed  that 
NU's  detente  in  its  relations  with  the  author- 
ities has  created  a  condition  that  is  conducive 
to  the  propagation  of  faith  and  religious 
education. 

Unfortunately,  this  book  does  not  in- 
clude Gus  Dur's  comment  on  President  Soe- 
,  harto  in  the  book  entitled  A  Nation  in 
Waiting  by  Adam  Schwars  (1994),  which  re- 
sulted in  increasing  strained  relations  be- 
tween the  Government  and  NU.  On  the 
other  hand,  being  a  foreigner  who  has  no 
commitments  to  the  slogan  "unity  and  integ- 
rity", Feillard' s  stand  is  more  impartial  in 
viewing  the  phenomenon  of  NU  as  move- 
ment that  is  rooted  in  Java.  The  support  to 
Abu  Hasan  from  those  of  outside  Java  is  an 
undeniable  fact.  In  the  future  NU  will  no 
doubt  take  into  account  this  "outside  Java" 
aspect. 

It  is  noticeable  that  the  NU  Congresses, 
which  took  place  29  times,  only  3  were  held 
outside  Java,  namely  in  Banjarmasin  (1936), 
Palembang(1952),  and  Medan(1956).  How- 
ever, during  30  years  of  the  New  Order 
period,  NU  Congresses  were  always  held  in 
Java. 

This  research  has  been  conducted  for 
quite  a  long  time,  so  that  NU's  problem 
since  1984  is  described  quite  comprehensive- 
ly. Her  experience  as  a  journalist  of  AFP 
and  Asiaweek  for  eight  years  has  made  her 
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very  keen  in  observing  and  hunting  for  the 
sources  of  news  needed.  Aside  from  that, 
Professor  Marc  Gaborieau,  one  of  the  ad- 
visers of  this  dissertation,  also  tries  to  direct 
this  study  so  as  not  to  overlook  the  com- 
parative aspect.  This  expert  about  Islam  of 
the  Indian  subcontinent  perceives  the  present 
Asian  Meriodinal  as  containing  the  global 
history  of  Islam. 

Gaborieau  also  invites  us  to  compare 
Islam  in  India  and  that  of  Indonesia.  The 
tragedy  of  separation  in  1947  generated  a 
Pakistani  Islamic  State,  but  a  minority  of  12 


per  cent  of  Muslims  still  live  in  India  (more 
than  100  million  people).  In  India  this  tradi- 
tionalist movement  was  born  as  a  reaction 
against  Deobandi,  since  the  late  19th  century 
against  the  Barelwis  stream.  Seen  from  a  dif- 
ferent framework,  in  India,  people  felt  sym- 
pathetic to  the  Tablighi  community's  move- 
ment after  it  had  proclaimed  its  "apolitical" 
stance.  Gaborieau  adds,  after  the  era  of 
obscure  and  uncertain  Islamic  movement  has 
passed,  which  has  monopolised  Western 
thinking,  it  is  in  the  21st  century  that  the 
strategy  of  the  moderate  group  will  become  a 
major  lead  of  global  Islamic  power. 
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